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NOME^JATION  OF  LAWRENCE  H.  SUMMERS  TO 
BE  UNDER  SECRETARY  OF  THE  TREASURY 
FOR  INTERNATIONAL  AFFAIRS 


THURSDAY,  MARCH  18,  1993 

U.S.  Senate, 
Committee  on  Finance, 

Washington,  DC. 

The  hearing  was  convened,  pursusint  to  notice,  at  10:00  a.m.,  in 
room  SD-215,  Dirksen  Senate  Office  Building,  Hon.  Daniel  Patrick 
Moynihan  (chairman  of  the  committee)  presiding. 

Also  present:  Senators  Baucus,  Conrad,  and  Chafee. 

[The  press  release  announcing  the  hearing  follows:] 

(Press  Release  No.  H-6,  March  16,  1993] 

Confirmation  Hearing  for  Lawrence  Summers  Scheduled 

Senator  Daniel  Patrick  Moynihan  (D.-N.Y.),  Chairman  of  the  Senate  Committee 
on  Finance,  announced  today  that  the  Committee  will  hold  a  confirmation  hearing 
on  the  nomination  of  Lawrence  Summers  to  be  Under  Secretary  of  the  Treasury  for 
International  Affairs. 

The  hearing  will  begin  at  10:00  a.m.  on  Thursday,  March  18  in  room  SD-215, 
Dirksen  Senate  Office  Building. 

OPENING  STATEMENT  OF  HON.  DANIEL  PATRICK  MOYNIHAN, 
A  U.S.  SENATOR  FROM  NEW  YORK,  CHAIRMAN,  SENATE  COM- 
MITTEE ON  FINANCE 

The  Chairman.  The  hour  of  10:00  o'clock  having  arrived,  our 
hearing  would  normally  proceed,  but  a  nominee  has  new  arrived. 
So  the  hearing  will  stand  in  recess  for  a  few  moments. 

[Whereupon,  at  10:01  a.m.,  the  hearing  was  recessed.] 

AFTER  RECESS 

The  Chairman.  A  very  good  morning  to  our  guests  and  our  dis- 
tinguished nominee. 

Senator  Bradley  is  here.  And  I  believe  Representative  Kennedy 
will  be  here  shortly.  I  mean,  Ambassador  Kennedy  will  be  here 
shortly.  [Laughter.] 

Ambassador  Kennedy  is  here. 

May  I  take  the  occasion  of  welcoming  Mrs.  Summers  to  our  hear- 
ing room.  We  are  very  happy  that  you  are  able  to  join  us  this  morn- 
ing. 

Senator  Bradley,  if  you  would  like  to  lead  off? 

(1) 


STATEMENT  OF  HON.  BILL  BRADLEY,  A  U.S.  SENATOR  FROM 

NEW  JERSEY 

Senator  Bradley.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  pleasure  to  be  sitting  on  the  other  side  of  the  table  today 
and  to  have  a  chance  to  introduce  my  friend  of  many  years,  Larry 
Summers. 

I  have  followed  his  career  with  great  admiration.  He  clearly  is 
one  of  the  most  respected  economists  of  his  generation. 

He  has  had  a  brilliant  academic  career:  a  Professor  of  Economics 
at  M.LT.  and  Harvard  and  an  author  of  three  books  and  numerous 
impressive  articles. 

In  addition  to  his  brilliance  as  a  theoretical  economist,  he  has 
also  demonstrated  a  deep  commitment  to  public  service  at  the 
Council  of  Economic  Advisors,  as  advisor  to  numerous  governments 
around  the  world,  and  most  recently,  as  Chief  Economist  for  the 
World  Bank. 

And  I  might  say,  Mr.  Chairman,  all  of  this  took  place  before  he 
was  40  years  old. 

Now,  President  Clinton  and  Secretary  Bentsen  have  asked  Larry 
to  apply  his  learning  and  thinking  to  some  of  the  most  important 
issues  of  our  time.  Economic  issues  are  increasingly  international. 
And  more  and  more  economic  matters  are  at  the  forefront  of  inter- 
national affairs. 

We  can  no  longer  make  economic  policy  here  in  the  United  States 
without  considering  what  is  happening  in  Asia  and  Europe  and 
elsewhere  around  the  world. 

As  President  Clinton  noted  in  his  speech  to  the  American  Uni- 
versity last  month,  the  distinction  between  what  is  domestic  and 
what  is  international  is  quickly  disappearing. 

With  the  fall  of  the  Soviet  Union  and  the  end  of  the  cold  war, 
the  importance  of  economic  questions  has  become  even  more  appar- 
ent. 

Unprecedented  challenges  confront  us  today.  We  need  to  reinvent 
the  mechanisms  for  international  economic  cooperation,  find  ways 
to  support  the  transition  to  democracy  and  free  markets  in  Russia 
and  the  other  republics,  and  renew  our  commitment  to  help  the  de- 
veloping world  join  the  modern  economy  and  do  so  in  ways  that  are 
sensitive  to  the  relationship  between  development  and  the  environ- 
ment. 

We  need  to  conclude  our  two  major  international  trade  agree- 
ments, the  NAFTA  and  the  GATT,  which  will  provide  the  frame- 
work for  our  trading  relationships  as  we  enter  the  21st  century. 

This  is  a  tall  order  and  a  very  lengthy  and  complicated  and  im- 
portant agenda,  but  I  believe  Larry  Summers  is  uniquely  qualified 
to  help  us  meet  these  challenges. 

Larry  will  be  a  great  asset  to  this  administration.  He  is  a  clear 
and  brilliant  thinker.  He  asks  hard  questions  and  offers  frank  ad- 
vice. He  is  a  forceful  advocate  for  his  positions.  It  speaks  very  high- 
ly of  our  former  chairman  and  colleague,  Secretary  Bentsen,  that 
he  has  chosen  Larry  for  this  position. 

I  frankly  can  think  of  no  better  person  for  this  job.  I  think  the 
country  will  be  well  served  and  that  we  are  very  fortunate  to  have 
him  in  the  position  he  is  at  this  time.  And  I  hope  the  committee 
will  move  quickly  to  confirm  him  and  the  Senate  as  a  whole. 


The  Chairman.  Senator  Bradley,  clearly,  he  has  your  vote. 

Senator  Bradley.  I  think  so.  I  mean,  barring  any  development 
in  this  hearing  that  you  might  uncover  through  your  questioning, 
I  think  that  he  will  definitely  have  not  only  my  vote,  but  my  enthu- 
siastic support  both  now  and  during  his  tenure. 

The  Chairman.  He  could  scarcely  have  a  better  advocate  from 
your  committee. 

And  Representative  Kennedy,  good  morning,  sir.  And  we  are  very 
happy  to  have  you  here. 

STATEMENT  OF  HON.  JOSEPH  P.  KENNEDY  II,  A  U.S. 
CONGRESSMAN  FROM  MASSACHUSETTS 

Congressman  Kennedy.  Good  morning,  Mr.  Chairman  and  Mr. 
Baucus. 

It  is  a  pleasure  to  be  here.  It  really  is  a  great  honor  to  be  here 
to — and  I  was  delighted  when  my  good  friend  Larry  Summers 
called  and  asked  to  give  me  this  great  honor  to  introduce  him  this 
morning. 

Like  Senator  Bradley,  I  have  known  Larry  for  a  long  period  of 
time.  I  think  his  work  on  our  Nation's  economy  as  well  as  inter- 
national economics  is  really  second  to  none. 

Sometimes  I  think  if  economics  were  a  little  bit  more  like  base- 
ball, it  has  been  said  that  Larry  can  pitch,  catch,  and  play  center 
field,  really,  any  position  on  the  field,  if  you  need  him. 

He  has  been  a  brilliant  economist.  Two  of  his  uncles,  as  a  matter 
of  fact,  both  Paul  Samuelson  and  Kenneth  Arrow,  have  won  Nobel 
Prizes  in  economics.  And  someone  who  hopes  that  if  your  uncles 
did  well  in  a  particular  line  of  work  that  maybe  that  rubs  off  a  bit. 
[Laughter.] 

I  think  this  will  stand  him  in  good  stead. 

Despite  all  of  the  honors  and  accolades  that  he  has  had,  in  fact, 
being  one  of  the  youngest  professors  of  economics  in  our  country's 
history,  the  Nathaniel  Rupes  Chair  at  Harvard  when  he  was  still 
in  his  twenties. 

People  understand  what  he  is  talking  about.  He  has  a  tremen- 
dous ability  of  working  with  people  from  very  diverse  and  divergent 
perspectives. 

I  have  seen  him  in  a  number  of  instances,  whether  it  be  working 
with  people  in  the  Third  World  or  working  with  some  of  the  best 
brains  at  Harvard  and  M.I.T. 

He  really  has  a  unique  and  I  think  tremendous  capability  of 
bringing  out  the  best  in  those  whom  he  works  with. 

He  has  been  very  committed  to  development  in  the  Third  World 
and  in  improving  people's  lives.  He  is  knowledgeable,  again,  about 
how  to  get  our  economy  moving  again. 

And  as  much  as  I  want  to  see  him  involved  in  Third- World  devel- 
opment, I  hope  that  we  also  can  take  advantage  of  his  willingness 
to  take  on  tough  issues. 

Long  before  it  was  in  vogue  for  Democrats  to  advocate  for  busi- 
ness development  and  tax  breaks,  Larry  had  done  yeoman's  work 
in  the  vineyards  trying  to  make  this  an  issue  that  many  of  us  have 
since  taken  as  main  line  and  center  stage  Democratic  policy. 


I  think  his  work  on  pubhc  finance  and  labor  markets  gives  a 
blueprint  for  economic  development  both  here  and  in  the  Third 
World. 

He  has  been  an  independent  thinker,  a  leading  advocate  of  the 
investment  tax  credit.  And  I  think  his  work  has  really  been  second 
to  none  in  that  field. 

I  just  want  to  end  by  sa5dng  that  he  has  one  more  and  even  per- 
haps a  greater  accomplishment  in  the  area  of  productivity.  And  the 
fact  that  he  happens  to  be  the  father  of  twins.  And  the  fact  is  that 
I  am  as  well. 

And  I  think  he  has  actually  got  one  more  on  the  way  here.  Or 
have  you  already 

Dr.  Summers.  No.  On  the  way. 

Congressman  Kennedy.  On  the  way. 

In  any  event,  I  highly  recommend  him,  Mr.  Chairman  and  mem- 
bers of  the  committee.  I  think  he  will  do  a  great  job  for  this  coun- 
try. I  think  he  will  do  a  great  job  for  the  Third  World.  And  I  think 
that  that  holds  the  future  for  America. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  sir. 

Now,  let's  see.  You  say  that  the  nominee  is  directly  related  to 
two  uncles  who  have  been  Nobel  laureates.  He  has  produced  a  set 
of  twins  and  has  a  farther  offspring  coming,  but  you're  not  rec- 
ommending him  for  breeding  purposes?  [Laughter.] 

Congressman  Kennedy.  Well,  he  might  be  good  at  that,  too,  Mr. 
Chairman.  I  do  not  know  what  the  range  of  this  committee's  juris- 
diction is.  [Laughter.] 

The  Chairman.  We  shall  explore  that  matter  no  doubt. 

Thank  you  very  much,  sir. 

Congressman  KENNEDY.  Thank  you  very  much. 

The  Chairman.  We  appreciate  both  of  your  statements. 

And  Dr.  Summers,  I  will  make  just  a  very  brief  opening  remark 
to  say  that  Mr.  Kennedy's  references  to  your  work  in  the  Third- 
World  development  leads  me  to  say  that  we  would  be  interested, 
I  £im  sure  the  committee  will  be,  to  hear  any  thoughts  you  have 
on  what  is  a  new  subject  in  American  development  policy  which  is 
to  take  that  not  very  illuminating  usage  that  the  French  developed 
about  a  First  World  and  a  Second  World  and  a  Third  World,  to  dis- 
cuss the  question  of  development  efforts  by  the  West  in  the  former 
communist  regions  of  Eastern  Europe  and  the  former  Soviet  Union 
itself. 

Now,  that  is  a  new  subject  which  we  have  only  just  begun  to  dis- 
cuss. And  I  know  it  will  be  very  much  on  your  mind.  And  we  look 
forward  to  any  thoughts  you  may  have. 

I  have  a  statement  which  I  will  put  in  the  record  at  this  point. 

[The  prepared  statement  of  Senator  Moynihan  appears  in  the  ap- 
pendix.] 

The  Chairman.  And  Senator  Baucus,  you  were  here  brightly  and 
briskly.  And  we  welcome  you,  sir. 


OPENING  STATEMENT  OF  HON.  MAX  BAUCUS,  A  U.S.  SENATOR 

FROM  MONTANA 

Senator  Baucus.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  very  much  welcome  the  nominee.  I  have  known 
Dr.  Summers  for  a  good  number  of  years,  not  quite  as  many  as 
Senator  Bradley  and  others  in  the  State  of  Massachusetts. 

But  in  the  years  I  have  known  him,  I  have  been  very,  very  im- 
pressed with  him,  with  his  intellect,  with  his  perception,  and  more 
than  that,  with  his  sense  of  commitment  and  service  to  our  coun- 
try. 

I  think  when  you  go  into  teaching,  essentially,  you  are  trying  to 
educate  people.  You  are  trying  to  seek  the  truth  and  further  the 
world's  and  even  one's  own  community's  understanding  of  a  certain 
issue.  And  that  is  ultimately  service. 

And  I  think  service,  Mr.  Chairman,  in  all  of  its  many  forms, 
whether  it  is  service  to  families,  service  to  communities,  service  to 
church,  whether  it  is  public  service,  is  a  most  noble  human  endeav- 
or. 

I  very  much  commend  you.  Dr.  Summers,  for  all  the  years  you 
have  been  serving  and  dedicating  all  your  talents  to  that  effort. 

I  think  the  President  made  a  very  wise  choice. 

The  Chairman.  That  seems  to  be  unanimous  so  far. 

Senator  Chafee,  would  you  like  to  make  an  opening  statement? 

Senator  Chafee.  No,  thank  you.  Thank  you,  Mr.  Chairman. 

The  Chairman.  You  are  very  kind,  sir. 

Dr.  Summers,  Mr.  Secretary-designate,  the  hearing  room  is 
yours. 

STATEMENT  OF  LAWRENCE  H.  SUMMERS,  UNDER  SECRETARY- 
DESIGNATE  FOR  INTERNATIONAL  AFFAIRS,  DEPARTMENT 
OF  THE  TREASURY,  WASHINGTON,  DC 

Dr.  Summers.  Thank  you  very  much,  Mr.  Chairman. 

I  am  sure  my  mother  believed  all  those  kind  words  that  Senator 
Bradley  and  Congressman  Kennedy  said.  And  I  hope  you  will  as 
well. 

Mr.  Chairman  and  members  of  this  committee,  I  welcome  the  op- 
portunity to  appear  before  you  today  as  President  Clinton's  nomi- 
nee to  be  the  Under  Secretary  of  the  Treasury  for  International  Af- 
fairs. 

If  I  am  confirmed,  I  will  look  forward  to  serving  President  Clin- 
ton and  Secretary  Bentsen  and  to  working  with  you  and  your  col- 
leagues in  the  Congress  to  promote  and  defend  the  economic  well- 
being  of  the  United  States. 

President  Clinton  has  committed  his  administration  to  a  policy 
of  engaged,  enlightened,  and  hard-headed  economic  internation- 
alism to  go  along  with  his  program  of  domestic  renewal. 

We  are  living  in  an  era  of  increasing  global  economic  inter- 
dependence, where  national  economies  are  interconnected  as  never 
before,  and  domestic  and  foreign  policies  are  inextricably  linked. 

Truly,  the  nations  of  the  world  have  the  opportunity  to  grow  and 
prosper  together  or  stagnate  and  scapegoat  apart. 

The  Under  Secretary  of  the  Treasury  is  charged  with  helping  the 
President  and  the  Secretary  to  design  and  implement  Ainerican 
international  economic  strategy. 


The  Under  Secretary's  responsibilities  include  policy  in  such 
areas  as  international  macroeconomic  policy  coordination,  exchange 
rate  coordination,  trade  and  investment,  debt  strategy,  and  U.S. 
participation  in  international  financial  institutions. 

There  are  many  aspects  of  the  job,  but  what  I  would  like  to  do 
this  morning,  Mr.  Chairman,  is  outline  for  you  four  critical  policy 
areas  that  will  be  at  the  top  of  my  agenda  if  I  am  confirmed. 

First,  we  must  improve  macroeconomic  coordination  between  the 
United  States  and  its  Gr-7  partners. 

The  U.S.  economy  is  likely  to  grow  far  more  rapidly  than  the 
economies  of  Europe  and  Japan  over  the  next  year  or  two. 

While  we  can  take  satisfaction  from  our  recovery,  slow  growth 
abroad  means  slower  growth  for  U.S.  exports.  And  it  means  rising 
trade  imbalances. 

Secretary  Bentsen  has  taken  the  initiative  to  revive  the  policy  co- 
ordination process.  The  President's  economic  program  has  brought 
the  United  States  new  respect  in  the  international  economic  arena. 
And  it  will  strengthen  our  hand  in  encouraging  our  major  trading 
partners  to  take  complementary  actions  to  strengthen  growth  in 
their  own  countries. 

The  Secretary  began  this  effort  at  the  London  meeting  last 
month.  And  both  he  and  the  President  have  made  it  clear  that  they 
hope  and  expect  to  see  real  progress  in  putting  measures  in  place 
for  increased  growth  in  Europe  and  Japan  by  the  time  of  the  Eco- 
nomic Summit  in  Tokyo. 

Second,  we  must  work  to  promote  international  economic  inte- 
gration and  to  ensure  that  its  benefits  are  fairly  shared  among  na- 
tions. There  is  no  viable  alternative. 

As  President  Clinton  said  at  American  University,  the  United 
States  must  compete,  not  retreat. 

This  means  that  we  must  promote  exports  because  exports  are 
the  path  to  economic  growth  and  to  the  creation  of  better  jobs  in 
the  United  States.  For  America  to  expand  exports,  foreign  markets 
must  be  opened. 

Good  Uruguay  Round  and  NAFTA  agreements  will  make  a  major 
contribution  to  the  health  of  our  economy  and  to  that  of  our  trading 
partners. 

Concluding  trade  treaties  is  not  enough.  Where  serious  barriers 
to  U.S.  exports  remain,  we  must  vigorously  enforce  existing  trade 
law  to  remove  them. 

Trading  practices  of  those  nations  that  run  chronic  and  increas- 
ing surpluses  with  most  regions  of  the  world  are  obviously  of  par- 
ticularly concern. 

If  confirmed,  in  line  with  responsibilities  of  the  Treasury  Depart- 
ment, I  will  place  particular  emphasis  on  promoting  financial  mar- 
ket liberalization. 

Our  financial  institutions  are  world  class.  They  will  succeed 
where  they  are  given  the  opportunity  to  compete. 

I  will  also  work  to  ensure  that  American  firms  are  not  victimized 
by  exchange  rate  manipulation.  And  Treasury  will  insist  that,  just 
as  our  market  is  generally  open  to  foreign  friends  who  wish  to  in- 
vest here,  foreign  markets  will  be  open  to  American  investment. 


Third,  this  is  the  point,  Mr.  Chairman,  that  you  highlighted  in 
your  opening  statement.  We  must  do  what  we  can  to  ensure  the 
success  of  Russia's  democratic  and  economic  reform  effort. 

PoUtical  scientists  offer  this  critical  lesson  of  history.  Democ- 
racies do  not  make  war  on  each  other.  To  this  important  political 
science  maxim,  an  economist  would  attach  a  critical  corollary:  de- 
mocracy cannot  survive  hyper-inflation.  These  twin  truths  are  over- 
riding considerations  when  we  confront  America's  interests  in  se- 
curing the  success  of  the  embattled  reform  effort  underway  in  Rus- 
sia. 

Russia  is  perilously  close  to  hyper-inflation.  And  unless  its  lead- 
ers can  reassert  macroeconomic  discipline,  there  are  real  risks 
ahead. 

The  Clinton  administration  is  already  fully  engaged  in  devising 
and  implementing,  in  cooperation  with  our  allies,  an  effective  eco- 
nomic assistance  package  for  Russia  and  the  other  states  of  the 
former  Soviet  Union. 

The  Treasury  Department  brings  critical  economic  perspectives 
to  the  table,  on  matters  concerning  stabilization  policy,  debt,  tech- 
nical assistance,  and  economic  restructuring. 

The  task  of  rebuilding  the  Russian  economy  is  the  greatest  eco- 
nomic restructuring  job  since  the  Marshall  Plan. 

If  confirmed,  I  will  work  under  the  President's  and  Secretary 
Bentsen's  leadership,  with  the  rest  of  the  administration,  and  with 
the  Congress,  to  ensure  that  the  United  States  does  all  that  it  pos- 
sibly can  to  support  Russia  at  this  historic  moment. 

Fourth,  we  must  work  to  support  sustainable  and  environ- 
mentally responsible  development  in  the  developing  world.  With  1 
billion  people  trying  to  survive  on  less  than  $1  a  day,  this  is  a 
moral  imperative. 

It  is  also  an  economic  imperative  as  the  developing  world  rep- 
resents the  fastest  growing  market  for  U.S.  exports,  and  it  is  a  se- 
curity imperative  as  prosperous  nations  are  most  likely  to  be  peace- 
ful ones. 

The  Secretary  of  the  Treasury  is  the  U.S.  Governor  of  the  inter- 
national financial  institutions:  the  IMF,  the  World  Bank,  and  the 
regional  development  banks.  These  institutions  afford  the  United 
States  extraordinary  leverage.  The  World  Bank,  for  example,  has 
committed  about  $220  billion  to  the  less  developed  world  over  the 
last  40  years,  while  U.S.  contributions  to  the  bank  have  cost  tax- 
payers less  than  $2  billion  over  the  same  period. 

But  if  these  institutions  are  to  serve  U.S.  interests  in  the  less  de- 
veloped world,  they  must  be  much  more  than  financial  institutions. 
They  must  make  a  real,  as  well  as  a  rhetorical,  contribution  to  help 
the  poor  and  protect  the  environment. 

The  Treasury  will  break  with  tradition  to  ensure  that  the  U.S. 
representatives  to  these  institutions  during  the  course  of  this  ad- 
ministration draw  on  the  expertise  of  the  environment  and  the  de- 
velopment communities,  as  well  as  the  financial  community. 

In  his  welcoming  address  to  the  employees  of  the  Treasury  De- 
partment, Secretary  Bentsen  said  that  as  the  Departments  of  State 
and  Defense  were  the  guarantors  of  military  security  during  the 
cold  war.  The  Treasury  Department  must  be  the  guarantor  of 
America's  economic  security  in  the  post-cold  war  world. 
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It  is  a  great  privilege  and  honor  to  have  been  asked  by  Secretary 
Bentsen  and  nominated  by  the  President  to  serve  at  Treasury  dur- 
ing this  critical  time. 

Mr.  Chairman  and  members  of  the  committee,  if  confirmed,  I 
look  forward  to  working  with  you.  Thank  you. 

[The  prepared  statement  of  Dr.  Summers  appears  in  the  appen- 
dix.] 

The  Chairman.  Thank  you,  Dr.  Summers,  for  a  very  concise  and 
a  very  impressive  statement.  I  am  particularly  pleased  to  hear  your 
fourth  point  about  the  use  of  the  international  financial  institu- 
tions, and  that  the  Treasury  will  break  with  tradition  to  ensure 
that  the  U.S.  representatives  of  these  institutions  draw  on  the  ex- 
pertise of  environment  and  development  in  communities,  as  well  as 
the  financial  community. 

Can  I  just  ask  you,  what  in  that  sense  do  you  mean  by  the  devel- 
opment community? 

Dr.  Summers.  I  mean  those  organizations  that  have  been  focused 
on,  aind  advocates  who  have  been  focused  on,  the  problem  of  pov- 
erty in  less-developed  countries;  organizations  that  have  focused  on 
problems  like  hunger,  problems  like  inadequate  health  care. 

The  Chairman.  Now,  surely,  every  new  administration  has  been 
seeing  the  same  old  world  anew  and  discovers  the  same  things. 

You  do  not  mean  to  suggest  that  for  the  last  40  years  since 
Bretton  Woods,  the  World  Bank  has  paid  no  attention  to  the  issue 
of  development? 

Dr.  Summers.  Oh,  of  course,  not. 

The  Chairman.  And  acted  rather  like  the  Bearing  Brothers? 

Dr.  Summers.  Of  course,  not.  I  was  making  a  much  more  modest 
statement  about  the  background  from  which  the  United  States  has 
typically  drawn  the  people  who  have  been  asked  to  serve  as  execu- 
tive directors  and  alternate  executive  directors. 

The  Chairman.  Right. 

Dr.  Summers.  U.S.  representatives  to  those  institutions  who 
most  frequently  have  been  drawn  from  the  business  and  financiad 
communities.  I  think  it  is  very  important  in  looking  ahead  that  we 
draw  people  into  those  positions  with  a  diverse  range  of  back- 
grounds and  interests.  That  is  what  the  statement  meant. 

The  Chairman.  It  is  also  the  case,  is  it  not,  that  the  World  Bank 
has  never  had  a  serious  default,  a  major  one?  Or  that  it  is  well 
within  the  percentages  of  large  banks? 

Dr.  Summers.  The  bank  has  had  occasional  arrearages  in  its 
lending. 

The  Chairman.  Yes. 

Dr.  Summers.  But  the  bank  has  been  a  very  strong  triple  A  cred- 
it and  continues  to  be  a  very  strong  triple  A  credit. 

The  Chairman.  Would  you  mind  if  one  member  of  this  committee 
said  to  keep  it  that  way? 

You  do  not  get  an  almost  half-century  record  of  that  kind — to  put 
it  in  jeopardy — the  bank  has  authority.  And  it  is  why  it  is  there. 

There  are  two  things  I  would  like  to  raise.  First  of  all,  on  your 
third  point  which  is  the  cold  question  of  the  success  of  Russia's 
democratic  and  economic  reform  effort,  I  hope  we  would  be  careful 
about  our  generalization  of  what  is  going  on  and  how  we  character- 
ize them. 


You  say  to  this  important  point  that  political  science  offers  this 
critical  lesson  of  history:  democracies  do  not  make  war  on  each 
other. 

And  I  have  been  watching  that  idea  make  its  way  around.  And 
you  and  I  are  friends.  And  I  have  been,  before  your  time,  at  times 
a  colleague  of  the  person  who  first  wrote  that  paper. 

And  it  may  be  that  this  will  become  true.  Even  that  we  can  say 
this  is  a  measure  of  how  much  we  have  forgotten  how  the  twenti- 
eth century  began  and  how  the  age  of  totalitarianism  began. 

The  great  war,  the  traumatic  and  final  event  of  this  century, 
what  we  call  the  first  world  war,  was  a  war  fought  principally,  not 
entirely,  of  course,  amongst  four  nations  which  were  by  any  stand- 
ards of  the  time  the  most  democratic  nations  in  the  world. 

All  four  had  manhood  suffrage,  had  representative  institutions, 
had  good  independent  judiciaries.  They  were  the  triumphs  of  civili- 
zation. And  they  proceeded  to  slaughter  each  other. 

So  let's  not  let  the  propaganda  of  World  War  I  about  the  Hun 
and  this  or  that  allow  us  to  forget. 

Remember,  in  the  Third  Republic  in  France,  in  the  Britain  of 
Lord  George,  in  Germany  of  that  time,  and  in  the  Unites  States  of 
Woodrow  Wilson,  you  had  surprisingly,  surpassingly  civil  societies. 
And  they  slaughtered  one  another. 

It  is  just  that  basic  economists  do  not  take  those  courses,  right? 
[Laughter.] 

Dr.  Summers.  Senator,  and  if  I  might.  Professor  Moynihan,  I 
would  hesitate  to  try  to  get  into  an  argument  with  you  on  a  point 
of  history  or  political  science  or  government  in  private. 

The  Chairman.  It  is  not  an  argument. 

Dr.  Summers.  And  I  would  know  better  than  to  even  to  think 
about  getting  into  such  an  argument  with  you  in  public.  And  I 
would  surely  know  better  than  to  get  in  any  argument  with  the 
chairman  of  the  committee  that  is  charged  with  confirming  me. 
[Laughter.] 

The  Chairman.  That  will  get  you  nowhere.  [Laughter.] 

One  question  I  want  to  get  to.  And  then,  we  will  hear  from  Sen- 
ator Baucus. 

And  that  is  on  this  question  of  dealing  with  Russia.  And,  of 
course,  when  you  speak  of  Russia,  you  will  not  forget  about 
Belarussia  and  the  Ukraine  and  Tadjikistan  and  Uebekistan  and 
so  forth.  And  you  do  mean  them,  I  am  sure. 

Has  the  Treasury  given  any  thought  systematic  or  otherwise  to 
the  extraordinary  miscalculation  of,  the  Central  Intelligence  Agency 
during  the  last  quarter  of  a  century  as  to  the  size  and  the  range 
and  the  direction  of  growth  in  the  Soviet  Union  generally? 

In  the  history  of  economic  estimates,  there  cannot  have  been — 
and  I  would  like  to  hear  you  say  if  you  think  there  has  been  be- 
cause I  would  want  to  know — any  instance  of  as  massive  a  mis- 
cadculation  as  we  made  about  the  Soviet  Union  in  the  past,  up  until 
the  last  2  or  3  years. 

And  those  institutions  still  in  place  are  going  to  be  guiding  us 
in  the  future.  I  mean,  without  protest  from  the  Treasury,  to  the 
best  of  my  knowledge,  at  the  beginning  of  the  1980's,  the  United 
States  intelligence  agencies  estimated  the  GDP  of  the  Soviet  Union 
at  roughly  three-quarters  of  that  of  the  United  States. 
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And  Anders  Aslund  and  others  would  say  it  was  about  one-quar- 
ter. You  are  off  by  a  factor  of  three.  And  £ilso,  you  are  off  by  the 
absolutely  qualitative  difference. 

Are  you  dealing  with  a  growing  super  power  or  a  declining  un- 
derdeveloped nation?  We  thought  the  latter. 

We  prepared  our  military  for  an  encounter  with  the  latter.  We 
ended  up  as  the  world's  largest  debtor.  Treasury  never  protested 
that. 

In  1986,  for  example,  the  CIA  formally  estimated  and  published 
estimates  that  the  per  capita  GDP  in  East  Germany  was  higher 
than  West  Germany. 

Now,  that  would  never  pass  Orwell's  taxi  drivers's  test.  I  mean, 
get  a  taxi  driver  in  Berlin  and  say,  "Let  me  tell  you.  Drive  around 
here  and  tell  me  which  side  you  think  is  doing  better." 

And  we  did  have  Secretary  Baker  here  at  one  point  who  said 
that  he  had  some  doubts  about  the  Soviet  Union  being  the  third 
largest  economy,  but  that  is  the  closest  we  have  ever  heard  of  a 
query. 

Do  you  agree  that  the  estimates  of  those  economies  were  mas- 
sively wrong? 

And  two,  do  you  have  any  better  idea  of  how  to  make  institu- 
tional arrangements  to  keep  from  being  wrong  in  the  future,  as  we 
have  been  wrong  in  the  past? 

I  will  just  say,  if  we  go  back  to  the  Draper  Commission  of  1957, 
those  projections  which  pretty  much  stayed  in  place,  across  the 
river,  would  have  the  Soviet  economy  surpassing  the  United  States 
economy  this  year,  this  calendar  year. 

What  do  you  think? 

Dr.  Summers.  Senator,  I  agree  completely  with  your  assessment 
of  the  quality  of  those  estimates.  I  think  the  only  thing  that  can 
be  said  in  defense  of  them  is  that  the  error  made  was  not  an  error 
that  was  made  uniquely  in  the  CIA,  but  was  fairly  widespread  in 
parts  of  the  academic  community. 

I  believe  that  error  came 

The  Chairman.  That  is,  indeed,  the  case. 

Dr.  Summers  [continuing].  I  believe  that  error  came  as  a  con- 
sequence of  a  kind  of  myopic  emphasis  on  statistical  measures  of 
how  much  tonnage  of  stuff  was  produced  without  any  attention  to 
what  the  market  value  was  of  what  was  produced. 

Somebody  gave  me  a  wonderful  example  of  the  kind  of  error  that 
went  into  this.  When  you  sweep  things  into  a  dust  bin  in  America, 
it  has  a  little  ridge  so  that  the  dust  stays  in  and  that  the  thing 
works.  No  such  implement  in  Russia  has  that  little  ridge  so  that 
the  dust  stays  in. 

But  they  cost  an  equeJ  amount  to  produce.  It  doesn't  cost  any- 
thing to  put  that  ridge  in.  It  just  works  with  that  ridge,  and  it 
doesn't  work  without  that  ridge. 

And  so  when  we  used  our  procedure  which  wsiS  to  compare  one 
of  theirs  with  an  American  product  and  ask  how  much  it  would 
cost  to  produce,  they  said  it  would  cost  the  same  amount  as  it 
would  cost  to  produce  one  of  our  kind. 

What  would  have  been  much  more  helpful  was  to  apply  the  kind 
of  test  that  then  Vice  President  Nixon  suggested,  which  was  to 
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show  the  products  of  both  economies  to,  not  the  producers,  but  the 
consumers  and  see  what  they  valued  them  at. 

I  think  if  that  test  had  been  applied  a  little  more  systematically, 
we  would  have  come  to  the  right  view  much  more  quickly. 

As  far  as  avoiding  these  kinds  of  errors  in  the  future,  we  have 
had  some  discussions  with  the  people  who  are  involved  in  prepar- 
ing estimates  of  these  kinds. 

And  I  am  hopeful  that  opinion  will  be  canvassed  more  widely  in 
the  future  and  that  the  new  degree  of  openness  will  permit  much 
greater  emphasis  on  market  information  on  the  use  of  how  much 
things  actually  sell  for  in  different  places  to  guide  the  preparation 
of  these  kinds  of  estimates. 

The  Chairman.  Fine. 

Dr.  Summers.  But  I  think  the  problem  is  a  very  real  and  impor- 
tant one.  It  may  well  be  that  we  are  now  seeing  with  respect  to 
Eastern  Europe  and  Russia,  a  mirror-image  problem,  that  all  that 
output  that  we  valued  so  highly  and  led  to  the  earlier  error  that 
you  spoke  of  is  now  not  being  produced. 

And  we  are  probably  showing  that  in  our  official  statistics  as  a 
rather  larger  collapse  of  output. 

The  Chairman.  That  is  a  nice  point. 

Dr.  Slhvimers.  And,  in  fact,  it  reflects  the  suffering  that  these 
economies  are  really  undergoing. 

The  Chairman.  I  want  to  get  my  colleagues  here.  But  that  is  a 
very  nice  point.  If  you  had  the  Soviet  Union  at  three-quarters  of 
American  GDP  when,  in  fact,  it  was  one-quarter  and  then,  you  dis- 
covered it  is  one-quarter,  the  report  is  that  production  has  dropped 
by  two-thirds.  That  is  nice. 

Correction.  I  said  the  "Draper  Commission."  I  meant  the 
"Gaither  Commission." 

Senator  Baucus. 

Senator  Baucus.  Thank  you,  Mr.  Chairman. 

I  know  that  Senator  Chafee  has  a  very  imminent  appointment. 
I  will  yield  to  the  Senator. 

Senator  Chafee.  Oh,  aren't  you  nice,  Senator. 

I  will  be  very  brief.  I  would  just  like  to  say  to  Dr.  Summers  two 
things.  One,  your  predecessor  David  Mulford  was  quite  active  in 
the  Enterprise  for  the  Americas  Initiative.  This  initiative,  as  you 
know,  dealt  with  the  Latin  American  countries  and  their  changing 
economies. 

I  just  want  to  say  that  the  chsinges,  particularly  as  they  have 
come  about  in  Mexico,  have  been  very,  very  important  to  the  econ- 
omy of  my  State.  And  our  exports  to  Mexico  have  grown  substan- 
tially. 

In  fact,  oddly  enough  we  export  to  114  different  countries  out  of 
httle  Rhode  Island,  if'^d  Mexico  ranks  ninth  out  of  those  markets. 

So  I  would  urge  you  to  pay  attention.  I  know  that  Russia  is  high 
on  your  general  radar  screen,  and  it  should  be.  But  please  do  not 
forget  Latin  American  countries  like  Mexico  and  Chile,  for  exam- 
ple. 

Second,  I  again  would  urge  you  on  in  connection  with  Russia.  I 
just  feel  the  time  is  now  when  the  chariot  is  drawing  near. 

I  thought  that  was  a  very,  very  powerful  article  on  Russia  that 
former  President  Nixon  wrote,  which  you  and  I  discussed  in  our 


12 

earlier  meeting.  I  thought  he  was  right  on  target.  And  I  think  the 
time  is  of  the  essence  in  all  of  this. 

Thus  I  would  urge  you  with  all  the  energy  I  have  to  please  put 
Russia  very,  very  high  on  your  priority  list.  If  it  requires  coming 
to  this  Congress  for  some  money,  so  be  it.  As  you  pointed  out,  we 
can  leverage  that  with  the  other  countries. 

So  I  for  one  would  support  assistance  for  Russia,  and  I  hope  you 
come  forward  with  something  rather  quickly. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator. 

Senator  Baucus. 

Senator  Baucus.  Thank  you,  Mr.  Chairman. 

Dr.  Summers,  there  are  some  in  the  environmental  community 
who  are  not  exactly  enamored  by  your  nomination. 

As  I  understand  it,  they  say  that  you  at  some  point  made  a  state- 
ment or  wrote  a  memo  something  to  the  effect  that  toxic  waste 
should  be  sent  to  developing  countries  because  they  are  poor  and 
have  a  lot  of  space  and  they  can  deal  with  it,  something  along 
those  lines. 

Did  you  say  that?  And  do  you  believe  that?  And  what  is  the  ac- 
tual situation  here  as  you  see  it? 

Dr.  Summers.  Senator  Baucus,  thank  you  very  much  for  giving 
me  the  chance  to  address  that  question.  I  have  been  committed  to 
sustainable  development.  And  I  am  committed  to  the  goal  of  sus- 
tainable development. 

When  I  make  a  mistake,  I  make  a  big  one.  The 

The  Chairman.  Mayor  La  Guardia  said,  'Tou  don't  make  many, 
but  when  you  make  one,  it's  a  beauty." 

Senator  Chafee.  Yours  qualified. 

Dr.  Summers.  Yes,  indeed.  [Laughter.] 

Yes,  indeed. 

Senator  Baucus.  So  what  is  your  belief? 

Dr.  Summers.  The  memo  in  question  was  drafted  in  my  office  at 
the  World  Bank  as  a  comment  on  a  research  paper  that  was  being 
prepared  by  part  of  my  staff  at  the  World  Bank. 

As  drafted,  the  memo  sought  to  clarify  the  strict  economic  logic 
by  using  some  rather  inflammatory  language,  not  to  make  any  kind 
of  policy  recommendation.  And  I  obviously  reviewed  the  memo  in- 
adequately before  I  signed  it. 

It  made  no  attempt  and  it  was  never  intended  in  any  way  as  a 
serious  policy  recommendation.  No  sane  person  favors  dumping 
toxic  waste  near  where  anybody  lives  or  thinks  that  places  could 
be  made  better  off  with  more  toxic  waste. 

These  are  obviously  internationally  and  particularly  nationally 
very  difficult  issues,  namely  not  in  my  backyard  kinds  of  issues  as- 
sociated with  the  handling  of  pollution. 

But  very  clearly  the  best  strategy  is  to  avoid  the  production  of 
pollutants,  to  produce  in  less  toxic  and  more  efficient  ways.  That 
is  what  our  strategy  should  be  geared  to. 

The  area  in  Treasury,  which  intersects  with  these  set  of  ques- 
tions, is,  of  course.  Treasury's  role  with  the  international  financial 
institution. 

Congress  has  been  very  concerned  with  environmental  practices 
in  the  multilateral  development  banks.  And  at  Treasury,  I  look  for- 
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ward  to  advancing  that  agenda  of  greater  transparency,  greater 
emphasis  on  energy  conservation,  greater  emphasis  on  lending  to 
support  education,  to  support  health  care  rather  than  to  support 
heavy  industries,  and  in  particular,  to  avoid  supporting  the  produc- 
tion of  energy  in  countries  where  there  are  large  energy 

Senator  Baucus.  So  you  are  saying  you  do  support  the  concept 
of  sustainable  development? 

Dr.  Summers.  Absolutely. 

Senator  Baucus.  And  what  does  that  mean  to  you,  some  exam- 
ples? 

Dr.  Summers.  That  means — sustainable  development  means  eco- 
nomic development  in  ways  that  allow  current  generations  to  pros- 
per without  burdening  future  generations. 

It  means  producing  in  a  way  that  conserves  natural  resources  to 
the  maximum  extent  possible  and  leaves  the  greatest  available  re- 
sources for  the  future,  so  what  each  generation  passes  on  to  the 
next  generation  is  greater  than  what  it  inherited,  not  less. 

Senator  Baucus.  I  think  that  is  a  good  point.  And  it  is  also  clear 
that  as  this  world  becomes  more  integrated,  you  alluded  to  that  in 
your  opening  statement,  there  is  also  a  convergence  of  environ- 
mental policy  and  trade  policy. 

And  that  is  coming  to  the  forefront  in  NAFTA  as  the  administra- 
tion attempts  to  negotiate  side  agreements  with  Mexico  and  to 
some  degree  Canada  on  the  environment,  particularly  environ- 
mental enforcement  and  labor  standards. 

Have  you  had  a  chance  to  either  be  involved  with  or  look  at  those 
environmental  side  agreement  negotiations.  And  if  so,  I'd  like  your 
views  on  them? 

Dr.  Summers.  I  have  been  involved  generally  in  the  administra- 
tion's internal  discussions  over  NAFTA  and  have  been  peripherally 
involved  in  the  particular  side  agreements. 

I  think  it  is  very  clear  that  an  acceptable  NAFTA,  as  Ambas- 
sador Kantor  made  clear  in  his  testimony  before  this  committee 
severed  days  ago,  must  be  one  that  includes  side  agreements  that 
ensure  that  the  harmonization  that  will  inevitably  take  place,  with 
free  trade,  between  environmental  and  for  that  matter,  labor  st£ind- 
ards  in  the  United  States  and  in  Mexico.  That  will  involve  leveling 
up  rather  than  leveling  down  in  the 

Senator  Baucus.  I  appreciate  that,  but  in  this  case,  that  is  some- 
what the  problem,  but  not  exactly  the  problem. 

The  harmonization  of  standards,  environmental  standards  is  not 
a  problem  in  Mexico  because,  as  you  know,  the  NAFTA  does  al- 
ready provide  for  harmonization  of  standards,  that  is  a  country  has 
to  maintain  its  standards.  It  cannot  lower  its  standards. 

And  at  the  same  time,  Mexican  environmental  standards  are 
very  similar  to  the  U.S.  standards  because  they  were  essentially 
adopted  in  1988  and  1989  from  American  environmental  laws.  That 
is  not  the  problem. 

The  problem  is  enforcement,  that  is  we  have  equal  standards, 
equal  laws.  They  do  not  have  legal  enforcement.  And  that  provides 
a  significant  competitive  advantage  to  Mexican  companies  that  are 
competing  with  American  companies. 
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So  I  urge  you  to  look  into  this  and  also  to  urge  the  administra- 
tion to  negotiate  a  very  strong  environmental  side  agreement  that 
results  in  equal  enforcement  of  environmental  laws. 

It  cannot  just  be  a  platitude.  It  cannot  just  be  a  commission  that 
looks  into  it.  There  has  to  be  sanctions.  There  have  to  be  provisions 
which  do  provide  for  meaningful  and  effective  enforcement,  if  we 
are  going  to  have  sustainable  development,  as  you  and  I  both  want. 

Dr.  Summers.  Senator,  I  should  have  spoken  more  precisely.  I 
think  the  commitment  must  be  to  a  de  facto  harmonization  of  the 
actugd  standards  that  are  in  place  rather  than  simply  a  de  jure 
commitment  to  that,  which  in  some  sense  has  already  been  met. 

Senator  Baucus.  I  have  another  question.  It  is  about  an  article 
which  I  know  you  saw  in  this  morning's  paper.  Hobart  Rowan 
wrote  a  piece  about  the  investment  tax  credit. 

And  citing  clearly  a  work  of  yours,  he  is  basically  suggesting  that 
the  investment  tax  credit  makes  no  sense,  that  businessmen  will 
invest  or  not  invest  for  reasons  unrelated  to  an  investment  tax 
credit.  If  they  have  the  credit  great.  They  will  take  it  and  run  with 
it,  that  is  run  to  the  bank  with  it. 

Your  views.  Why  do  you  think  that  the  administration  should 
recommend  and  Congress  should  enact  an  investment  tax  credit? 

Dr.  Summers.  I  should  say  that  in  my  current  capacity,  as  des- 
ignate for  the  International  Affairs  position,  I  have  not  been  closely 
involved  in  the  investment  tax  credit  question. 

But  as  part  of  my  earlier  work  as  an  economist,  I  did  look  at  the 
question  of  equipment  investment.  And  my  reading  of  what  is  ad- 
mittedly a  complex  statistical  record  suggests  two  relevant  things. 

First,  if  you  look  across  different  countries,  the  strongest  deter- 
minant of  the  rate  of  productivity  growth  is  their  level  of  equip- 
ment investment.  Jap£ui's  higher  rate  of  equipment  investment  can 
explain  a  very  substantial  part  of  the  difference  between  Japanese 
productivity  growth  and  American  productivity  growth  over  the 
last  20  years. 

Second,  if  you  look  historically  at  periods  when  the  investment 
tax  credit  has  and  has  not  been  in  place  in  the  United  States,  my 
reading  of  that  evidence  is  that  performance  of  equipment  invest- 
ment relative  to  other  categories  of  investment  and  relative  to  the 
strength  of  the  overall  economy  was  considerably  stronger  in  peri- 
ods when  the  investment  tax  credit  was  in  place  than  periods  when 
it  was  not. 

For  example,  following  the  original  enactment  of  the  investment 
tax  credit  in  1962,  in  the  succeeding  several  years,  you  saw  a  major 
boom  in  equipment  investment. 

So  I  believe  the  record  suggests,  equipment  investment  is  crucial 
for  growoh  and  that  the  provision  of  incentives  is  statistically,  and 
eye  balling  different  periods,  closely  related  to  the  periods  of  par- 
ticular strength  in  equipment  investment  in  the  economy. 

I  am  aware  that  there  are  those  who  think  that  this  kind  of  in- 
centive has  no  effect.  It  seems  to  me  that  businessmen  are  very 
concerned  with  pressing  their  suppliers  and  that  when  their  suppli- 
ers are  prepared  to  provide  capital  goods  at  a  significant  discount 
from  what  they  would  otherwise  cost,  that  seems  to  be  something 
they  care  about  as  they  make  purchasing  decisions. 
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And,  of  course,  that  is  the  effect  of  an  investment  tax  credit,  to 
reduce  the  effective  purchase  price  of  new  equipment. 

The  investment  tax  credit  has  a  particular  virtue  relative  to 
other  kinds  of  investment  incentives,  and  the  incremental  invest- 
ment tax  credit  that  the  President  has  proposed  has  virtue  to  an 
even  greater  extent;  it  is  a  forward-looking  incentive,  an  incentive 
that  applies  only  to  new  investment,  an  incentive  that  rewards  in- 
vestments companies  make  for  the  future  rather  than  reducing 
their  tax  burden  on  the  one  kind  of  capital  that  you  cannot  create 
more  of,  namely  capital  that  has  been  put  in  place  in  the  past. 

Senator  Baucus.  One  more  question  that  is  referring  to  your 
statement  that  you  wish  the  administration  to  open  up  more  mar- 
kets,  particularly  financial  markets  for  America.  I  agree  with  that. 

Could  you  list  which  practices  or  which  countries  you  think 
should  be  at  the  top  of  your  priority  countries  list  as  we  attempt 
to  knock  down  trade  barriers,  particularly,  financing  or  financial 
service  trade  barriers? 

Dr.  Summers.  Senator,  I  have  not  yet  had  an  opportunity  to  get 
into  those  issues  in  great  detail,  but  I  would  suggest  that  the  great- 
est concerns  are  in  Asia,  and  probably  Japan  and  South  Korea 
would  be  among  the  areas  of  particular  concern. 

There  are  also  issues  in  other  parts  of  the  world,  but  I  think  the 
largest  part  of  the  problems  are  in  Asia.  I  think  that  there  are  a 
number  of  areas  that  we  have  to  look  at,  including  underwriting, 
banking,  and  in  particular,  insurance,  where  U.S.  companies  have 
potentially  tremendous  competitive  strength  and  have  not  fully  had 
the  opportunities  to  participate  in  those  markets. 

Senator  Baucus.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Baucus. 

I  just  have  a  followon  question  to  Senator  Baucus'  query  about 
the  investment  tax  credit. 

It  is  a  most  agreeable  thing  we  do  in  this  committee,  which  is 
to  lower  tax  rates  for  friends  and  fellow  Americans,  but  if  we  are 
to  lower  this  tax  rate,  lower  the  tax  on  these  suppliers  and  their 
friends,  we  are  going  to  have  to  pay  for  it  by  raising  taxes  on  some- 
one else. 

Would  you  like  to  give  us  some  candidates  for  the  someone  elses? 
[Laughter.] 

Dr.  Summers.  Mr.  Chairman,  I  strongly  support  the  President's 
program  as  he  put  it  forward  as  the  right  strategy  for  creating 
more  rapid  growth  in  the  United  States  and  laying  a  basis  for  do- 
mestic renewal. 

And  beyond  the  content  of  the  President's  program,  I  have  no 
recommendations  to  make  at  this  point  on  tax  policy. 

The  Chairm.\n.  Dr.  Summers,  when  Mr.  Bentsen  is  abroad  and 
you  are  at  the  cabinet  meetings,  you  will  do  well.  [Laughter.] 

Senator  Conrad. 

Senator  Conrad.  Thank  you  very  much,  Mr.  Chairman. 

And  welcome,  Dr.  Summers.  It  is  good  to  have  you  here.  I  en- 
joyed our  conversation  the  other  day  in  my  office. 

Since  that  conversation,  I  have  had  a  chance  to  look  at  some  of 
your  writings.  And  specifically,  the  work  entitled,  "Taxation  in  a 
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Small  World."  I  noticed  in  that,  you  spoke  very  favorably  of  for- 
mula apportionment  in  international  taxation. 

As  a  former  State  tax  commissioner  and  as  former  chairman  of 
the  Multi-State  Tax  Commission  and  as  a  member  of  the  working 
group  during  the  Reagan  administration  on  taxation  of  foreign 
multinationals,  I  am  a  strong  advocate  of  formula  apportionment. 
And  I  am  a  strong  advocate  of  formula  apportionment  because  I  am 
convinced  personally  that  trying  to  recreate  arm's  length  trans- 
actions between  subsidiaries  of  major  multinationals  just  does  not 
work,  cannot  work.  And  we  are  spending  an  enormous  amount  of 
energy  and  resources  trying  to  get  it  to  work. 

Let  me  just  ask  you,  in  your  view,  should  we  be  working  with 
our  economic  partners  to  move  towards  a  formula  apportionment 
system  of  taxation  of  these  companies  that  operate  across  borders, 
across  boundaries? 

Dr.  Summers.  Senator,  I  understand  the  concern  you  expressed 
and  the  rather  academic  article  that  I  wrote  5  or  6  years  ago 

Senator  Conrad.  A  very  good  academic  article. 

Dr.  Summers  [continuing].  Stresses  the  same  kind  of  consider- 
ation. Indeed,  it  makes  the  point  that  in  many  ways,  the  situation 
going  forward  is  going  to — is  like  the  situation  in  the  United  States 
at  the  beginning  of  this  century  when  different  States  had  dif- 
ficulty disentangling  income. 

But  I  think  I  should  make  very  clear  that  that  article  was  writ- 
ten with  a  view  to  very  long-term  vision,  and  my  guess  is  that  at 
some  point,  the  world  will  have  to  move  in  that  direction. 

At  this  point,  since  coming  to  Treasury,  I  have  not  yet  had  a 
chance  to  look  into  any  taxation  questions. 

For  the  near  term  I  think  the  priority  expressed  in  the  Presi- 
dent's program  of  enforcing  the  t£ix  law  satisfactorily — as  regards 
foreign  corporations  in  the  United  States  and  as  regards  U.S.  com- 
panies abroad — is  the  appropriate  thing  to  emphasize  for  the  next 
several  years. 

I  do  believe,  but  it  does  not  represent  any  current  policy  initia- 
tive, that  in  the  very  long  run  there  will  have  to  be  some  move- 
ment in  the  direction  you  suggest. 

Senator  CONRAD.  You  are  getting  awfully  cautious  on  me  here. 
Don't  get  too  cautious. 

I  understand  you  have  to  stick  with  the  President's  plan.  The 
President  has  a  game  plan  here  for  the  near  term.  I  think  all  of 
us  are  supportive  of  that  game  plan. 

But  I  just  say  to  you  that  for  the  long  run,  and  our  sense  of  what 
the  long  run  might  be  might  differ  here,  I  think  we  have  to  move 
towards  a  different  basis.  The  current  system  just  does  not  work. 

I  can  tell  you,  serving  as  a  State  tax  commissioner  and  reviewing 
personally  hundreds  of  returns,  tax  returns  of  companies  that  are 
involved  in  multinational  transactions,  there  is  no  way  of  establish- 
ing arm's  length  relationships  between  the  dozens  of  subsidiaries 
of  a  major  multinational  corporation.  It  cannot  be  done.  It  cannot 
be  done. 

Anybody  that  tells  you  it  can  be  done  has  never  tried  to  do  it. 
I  do  not  care  how  many  resources  we  throw  at  it,  we  cannot  figure 
out  for  companies  that  are  jointly  controlled,  have  a  parent  that 
controls  them,  what  would  happen  in  the  transactions  between 
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those  operations  if  they  were  really  separately  owned.  To  try  to  es- 
tablish that  is  a  nightmare. 

Mr.  Chairman,  I  say  to  you,  this  is  a  very  important  issue  for  the 
future  of  the  revenue  base  of  this  country  because  one  thing  you 
learn — and  I  have  a  masters  in  business — one  thing  you  learn  in 
business  school  is  how  to  engage  in  transfer  pricing  to  put  your 
profits  where  there  are  no  taxes. 

The  Chairman.  Could  I  ask  a  question  of  the  Senator? 

Senator  Conrad.  Yes.  Absolutely. 

The  Chairman.  And  perhaps  Dr.  Summers  would  want  to  com- 
ment. Would  you  anticipate  this  being  carried  out  through  a  series 
of  tax  treaties  that  trading  partners  agree  to  the  formula  appor- 
tionment? 

Senator  Conrad.  I  think  it  would  almost  have  to  occur  in  that 
way,  Mr.  Chairman.  I  do  not  know  really  any  other  way  we  could 
get  at  it. 

There  are  many  good  examples  out  there  of  how  we  can  do  it.  Do 
you  look  at  the  property,  payroll,  and  sales? 

Or  do  you  look  at  the  percentage,  an  individual  country's  per- 
centage, of  the  property,  payroll,  and  sales  of  a  company  and  say, 
we  get  that  percentage  of  the  total  worldwide  profits  to  subject  our 
taxes  to? 

The  Chairman.  It  is  a  question  of  applied  accounting  at  some 
level,  isn't  it? 

Senator  CONRAD.  Right. 

The  Chairman.  Yes. 

Senator  Conrad.  It  absolutely  is.  I  can  tell  my  colleagues  Dr. 
Summers  is  somebody  who  has  looked  into  this.  And  I  commend 
him  for  his  article  because  his  article  was  right  on  point.  Formula 
apportionment  is  the  wave  of  the  future. 

But  I  understand.  You  are  here  as  a  spokesman  for  the  adminis- 
tration. And  I  honor  that  and  respect  that. 

I  just  say  for  the  future,  I  think  it  is  terribly  important  that  the 
world  community  move  in  the  direction  of  formula  apportionment 
if  for  no  other  reason  than  to  save  resources. 

The  Chairman.  And  arguments. 

Senator  Conrad.  And  endless  arguments. 

The  Chairman.  Endless  arguments. 

Well,  Dr.  Summers,  what  do  you  think? 

Dr.  Summers.  Senator,  I  hope  we  can  discuss  this  question  in 
greater  detail  at  some  point.  I  think  in  your  discussion  with  Sen- 
ator Moynihan,  you  agreed  on  what  I  think  is  the  crucial  point, 
which  is  that  any  kind  of  movement  in  this  direction  has  to  be  mul- 
tilateral and  has  to  involve  cooperation  probably  of  all  the  major 
nations. 

It  is  okay  for  us  to  drive  on  one  side  of  the  street  and  for  the 
British  to  drive  on  the  other  side  of  the  street,  but  if  people  try  to 
drive  in  both  directions,  on  both  sides  of  the  street,  you  get  chaos. 
And  I  think  exactly  the  same  thing  is  true  in 

The  Chairman.  That  is  called  Manhattan.  [Laughter.! 

Where  the  banks  come  from. 

Dr.  Summers.  I  think  the  same  is  true  in  the  tax  area.  It  would 
very  dangerous  to  have  some  countries  operating  on  one  system 
and  other  countries  operating  on  an  entirely  different 
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Senator  Conrad.  Let  me  just  say  that  that  is  really  where  we 
are  now.  I  can  tell  you,  some  of  our  major  competitors  are  having 
a  field  day  under  the  current  system,  an  absolute  field  day. 

And  all  you  have  to  do  is  look  at  what  our  Japanese  competitors 
are  doing  with  respect  to  business  activity  in  this  country  versus 
the  taxes  they  pay  in  this  country. 

And  it  becomes  very,  very  clear,  there  is  an  enormous  inter- 
national shell  game  being  played  here.  And  the  result  is  enormous 
profits  that  are  not  being  taxed  anywhere. 

They  are  not  being  taxed  in  the  country  of  domicile.  They  are  not 
being  taxed  in  the  country  where  the  business  is  being  conducted. 

And  unfortunately  in  all  too  many  cases,  the  United  States'  com- 
panies are  the  losers  because  they  do  get  taxed  right  here  at  home. 
And  it  puts  our  companies  in  an  unfair  competitive  position. 

And  I  hope  very  much  that  this  administration  will  aggressively 
look  at  moving  towards  formula  apportionment  and  moving  the 
rest  of  the  world  toward  formula  apportionment  so  we  can  have 
some  rational  basis  for  international  taxation. 

The  Chairman.  Dr.  Summers,  we  are  not  discussing  some  per- 
sonal matter  here.  This  is  a  very  public  issue.  Could  you  anticipate 
that  the  administration  might  take  the  initiative  in  proposing  a 
round  of  negotiations? 

They  do  it  in  the  GATT.  May  I  ask  Senator  Conrad,  it  could  be 
done  in  the  GATT? 

Senator  CONRAD.  Yes.  In  fact,  I  think  it  requires  that  kind  of 
venue,  that  kind  of  forum  to  address  this  issue  and  move  toward 
some  resolution. 

None  of  this  will  happen  quickly,  as  the  chairman  so  well  knows, 
as  Dr.  Summers  certainly  so  well  knows. 

But  it  has  to  start  somewhere.  And  right  now,  we  have  a  system 
that  makes  no  sense  whatsoever.  It  just  makes  no  sense. 

The  Chairman.  May  I  say  that  Senator  Conrad  is  the  only  pro- 
fessional we  have  on  this  committee.  And  we  take  his  views  on 
these  matters  with  great  attention.  And  this  is  the  first  time  in  my 
17  years  that  this  subject  has  been  raised  in  the  Finance  Commit- 
tee. And  it  is  not  going  to  go  away,  not  while  you  go  away. 

What  do  you  think?  Could  we  have  been  hearing  a  lot  of — let's 
be  clear.  And  I  am  open  to  correction.  But  during  the  campaign,  we 
heard  a  lot  about  a  transfer  pricing  measure  which  would  bring  in 
enough  money  to  float  North  Dakota  down  to  the  Caribbean.  And 
then,  it  turned  out,  well,  maybe  it  won't.  [Laughter.] 

So  this  is  an  issue  we  confront.  What  do  you  think? 

Dr.  Summers.  Senator,  I  am  an  economist  who  is  married  to  a 
tax  lawyer.  And  being  married  to  a 

The  Chairman.  Mrs.  Summers,  would  you  like  to  help  out? 
[Laughter.] 

Dr.  Summers.  And  being  married  to  a  tax  lawyer,  I  have  learned 
that  economists  make  statements  about  tax  provisions  more  com- 
plicated than  the  investment  tax  credit  only  at  their  great  peril  if 
they  have  not  checked  with  tax  attorneys,  but  I  will 

Senator  Conrad.  Do  not  check  with  tax  attorneys.  Believe  me, 
this  current  system [Laughter.] 

This  current  system  is  a  full  employment  act  for  tax  attorneys. 
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Dr.  Summers.  I  will  consult  with  my  colleagues  in  the  tax  area 
of  the  Treasury.  And  Senator  Conrad,  I  hope  we  can  have  a  chance 
to  discuss  this  in  the  future. 

As  the  article  you  referred  to  makes  clear,  I  am  attracted  to  it, 
to  the  kind  of  scheme  you  suggest. 

As  a  long-run  vision,  I  think  there  are  enormous  issues  in  mak- 
ing a  transition.  So  it  would  be  a  very  difficult  step  for  us  to  think 
about  without  very  careful  preparation  aind  consultation  with  our 
allies. 

The  Chairman.  No,  no.  Not  allies,  trading  partners. 

Dr.  Summers.  Excuse  me.  Trading  partners. 

The  Chairman.  The  cold  war  is  over.  [Laughter.] 

Senator  Conrad,  would  it  be  appropriate  for  the  committee  to  ask 
of  our  distinguished  nominee  that  he  think  of  coming  back  in  3 
months,  6  months,  whatever,  in  this  session  to  give  us  some  fur- 
ther thoughts  on  this  subject?  Would  that  be  agreeable  to  you? 

Senator  Conrad.  I  thank  the  chairman  very  much.  I  think  that 
would  be  very  helpful.  I  think  this  is  an  issue  that  has  to  start 
somewhere.  It  needs  to  start  now  because  we  have  a  system  that 
is  creating  a  revenue  hemorrhage  for  this  country  with  respect  to 
international  transactions. 

It  is  unfair.  It  is  irrational.  It  is  putting  our  companies  at  a  com- 
petitive disadvantage.  And  we  have  an  opportunity  to  do  something 
about  it.  But  it  will  not  happen  unless  it  starts  somewhere.  It 
needs  to  start  here. 

The  Chairman.  I  think  I  would  like  to  just  offer  the  judgment 
that  it  has  started  here  in  this  committee  and  thanks  to  you. 

Senator  Conrad.  Well,  I  thank  the  chairman. 

I  have  one  other  area  if  I  might,  Mr.  Chairman,  and  that  is  the 
question  of  exchange  rates  in  international  treaties. 

For  those  of  us  who  are  right  on  the  border  with  our  friends  to 
the  north,  we  have  seen  first  hand  the  effect  of  exchange  rate  vari- 
ation. 

And  in  reading  the  Journal  of  Commerce  recently,  I  noted  that 
there  was  a  prediction  that  our  friends  to  the  south  would  devalue 
upon  the  passage  of  NAFTA,  undermining  much  of  what  the  nego- 
tiators thought  they  were  accomplishing. 

So  one  naturally  turns  one's  attention  to  the  agreement  to  see  if 
there  is  any  protection  against  exchange  rate  fluctuation  or  a  de- 
valuation. And  lo  and  behold,  one  finds  there  is  no  protection.  Ex- 
change rates  are  not  any  part  of  the  agreement. 

I  would  just  ask  the  question,  in  your  view.  Dr.  Summers,  how 
should  trade  policy  and  exchange  rate  policy  be  linked? 

Dr.  Summers.  The  area  of  concern  is  that  a  decline  in  the  ex- 
change rate  would  lead  to  a  surge  in  exports  for  one  country  and 
imports  for  the  other. 

In  the  NAFTA,  there  is  language  addressing  the  question  of 
surges  of  imports  in  one  direction  or  another,  and  that  is  the  na- 
ture of  the  protection  that  is  provided. 

I  think  the  experience  of  the  European  monetary  system  over  the 
last  year  illustrates  that  efforts  to  fix  exchange  rates  unless  man- 
aged very  carefully  and  unless  the  exchange  rates  are  set  in  appro- 
priate ways,  which  is  very  difficult  to  know  in  advance — can  lead 
to  a  variety  of  kinds  of  difficulties. 
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The  place  where  I  think  the  greatest  emphasis  is  called  for  is  not 
in  the  case  of  free  market  and  market  determined  exchange  rates, 
but  instead,  in  cases  where  countries  have  entirely  managed  ex- 
change rate  schemes,  where  there  is  one  exchange  rate  that  is  used 
for  certain  classes  of  importers,  another  exchange  rate  that  is  used 
for  tourists,  and  another  exchange  rate  that  is  used  for  certain  cat- 
egories of  exporters,  where  they  become  like  a  tariff. 

The  Chairman.  Could  you  give  us  an  example,  a  for-instance 
country? 

Dr.  Summers.  I  think  the  Treasury  will  be  reporting  to  the  Con- 
gress within  a  matter  of  months  on  the  question  of  the  exchange 
rate  manipulation.  And  I  am  confident  that  China  will  figure 
prominently  in  that  report. 

One  of  the  issues  that,  if  I  am  confirmed,  I  will  be  working  with 
the  Secretary  on  is  the  whole  question  of  the  Chinese  exchange 
rate  regime  and  its  possible  role  as  a  trade  barrier. 

The  Chairman.  I'm  sorry  to  interrupt. 

Senator  Conrad.  No.  I  am  pleased  for  the  question. 

I  say  to  the  nominee,  I  am  very  concerned  about  this  issue  be- 
cause I  have  seen  it  pla3dng  hob  on  the  border  with  Canada.  Ex- 
change rate  fluctuations  can  just  totally  wipe  out  any  reduction  in 
tariff  barriers. 

My  own  sense  is  that  the  surge  elements  of  the  agreement  are 
not  going  to  be  adequate  to  deal  with  a  broad  devaluation  by  the 
Mexican  Government. 

We  are  now  getting  a  lot  of  warning  signs  that  there  is  some  in- 
tention to  move  in  that  direction  by  our  neighbors  to  the  south. 

And  I  must  say,  it  concerns  me.  It  concerns  me  a  great  deal.  I 
am  not  at  all  certain  and  I  am  not  at  all  confident  that  the  surge 
provisions  are  going  to  provide  the  kind  of  protection  that  really 
puts  the  United  States  in  the  position  that  we  can  be  confident  of 
the  result. 

Mr.  Chairman,  I  appreciate  very  much  this  time.  And  I  appre- 
ciate your  many  courtesies. 

The  Chairman.  We  thank  you  most  particularly  for  these  issues. 
And  I  am  looking  forward  to  some  trade  negotiations  on  these  is- 
sues. Clearly,  this  is  a  matter  to  be  dealt  with.  Again,  thank  you. 

Dr.  Summers,  I  want  to  return  to  this  question  of  the  degree  of 
confidence  which  we  should  have  in  the  economic  assessments  of 
the  executive  branch  of  the  American  Government. 

It  is  easily  dismissed  partly  because  it  is  not  generally  known. 
This  committee  knows  it  and  is  worried. 

Bill  Jorgeson  who  is  a  colleague  of  yours,  a  professor  of  econom- 
ics and  director  of  the  Program  on  Technology  and  Economic  Policy 
at  the  Kennedy  School  has  written  that  the  long-standing  intel- 
ligence failure  in  assessing  the  Soviet  economy  and  the  Soviet  mili- 
tary effort  has  to  be  one  of  the  great  failures  of  economics,  right 
up  there  with  the  inability  of  economists,  along  with  everyone  else, 
to  find  a  remedy  for  the  Great  Depression  of  the  1930's. 

Now,  the  failure  of  the  economists  to  be  able  to  cope  with  the  De- 
pression of  the  1930's,  which  was  the  prelude  to  the  second  world 
war  and  had  with  it  some  incidental  things,  such  as  the  tariff  poli- 
cies, led  to  an  enormous  surge  of  energy  in  the  economic  profession, 
saying,  what  went  wrong?  How  could  we  have  been  so  mistaken? 
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And  you  had  the  development,  I  think,  of  a  whole — and  I  leave 
you  to  tell  me  what  you  think — new  era  in  economics,  the  classical 
Marchelian  economics,  the  economics  of  the  equilibrium,  and  such 
like  that,  gave  way  to  a  new  analysis,  the  Keynesian  analysis,  is 
what  is  most  generally  used. 

And  there  were  huge  debates.  That  is  an  enormous  amount  of 
writing.  Texts  were  changed.  Reputations  were  made.  Your  uncles 
got  Nobel  prizes. 

And  a  new  consensus  emerged,  the  tools  and  balances.  And  that 
is  the  normal  mode  by  which  even  the  dismal  science  tries  to  make 
some  progress. 

The  massive  failure  of  the  U.S.  Government  in  its  assessment  of 
the  size  of  the  Soviet  economy  and  its  military  effort  has  elicited 
no  comparable  concern. 

A  few  persons,  Frank  Holtzman  at  Tufts  and  the  Russian  Re- 
search Center  at  Harvard  remained  a  skeptic,  but  nobody  else  did. 

And  the  monopoly  model,  the  CIA  tells  you.  And  nobody  else  gets 
a  chance  to  correct  it  because  their  judgment  and  their  processes 
are  secret.  The  monopoly  model  is  in  place. 

That  model  led  us  to  become — we  ended  up  the  world's  largest 
debtor  nation.  That  is  what  you  will  be  doing  around  the  world, 
discussing  that  fact. 

In  a  few  weeks'  time,  this  committee  will  first  of  all  have  to  con- 
sider and  then  take  to  the  floor  another  debt  ceiling  extension.  We 
will  have  to  raise  the  debt  or  we  default. 

I  mean,  either  we  raise  the  debt  or  we  are  about  4  weeks  fi"om 
the  point  where  you  cannot  cash  Social  Security  checks. 

And  when  we  default  on  our  debt,  I  suppose  the  yen  becomes  the 
reserve  currency.  It  might  save  you  a  lot  of  problems.  You  will  not 
travel  as  much. 

Dr.  Summers.  My  daughters  will  be  grateful. 

The  Chairman.  Sir? 

Dr.  Summers.  I  said  my  daughters  will  be  grateful. 

The  Chairman.  Your  daughters  will  be  grateful.  Now,  we  do  not 
want  his  daughters  to  say  that  the  crash  of  1993  was  led  in  part 
by  the  domestic  arrangements  of  the  Under  Secretary  of  the  Treas- 
ury. [Laughter.] 

What  about  that?  I  mean,  why  should  we  believe  anything  any 
of  you  say  when  you  have  been  so  absolutely  wrong  and  don't 
admit  it  and  don't  seem  even  interested  in  the  fact  that  you  were 
and  insist  on  keeping  the  monopoly  model  in  place?  That  is  what 
the  administration  wants  to  do. 

I  am  dead  in  earnest  about  this  question. 

Dr.  Summers.  I  can  say,  I  do  not  think  I  can  fully  answer  your 
question.  I  can  make  a  couple  of  remarks  that  may  be  helpful. 

The  Chairman.  Sure.  By  which  you  cannot  fully  answer  it  be- 
cause you  do  not  think  you  have  the  answers,  not  because  you  are 
not  at  liberty  to  say? 

Dr.  Summers.  I  am  fully  at  liberty  to  say,  to  address  your  ques- 
tion as  fully  as  I  can,  but  the  abilities  of  the  CIA,  going  backwards, 
and  the  economics  profession,  going  forward,  I  may  not  have  ready 
remedies  for. 

I  would  say  that  looking  forward  that  because  of  this  new  open- 
ness, we  will  have 
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The  Chairman.  What  new  openness? 

Dr.  Summers.  Because  of  the  much  greater  pubHc  access  to  data 
of  all  kinds  on  Russia. 

The  Chairman.  Oh,  you  mean,  the  Russians  are  putting  out  the 
data? 

Dr.  Summers.  There  are  now  many  more  independent  analyses 
of  the  Russian  economy  than  there  have  been  in 

The  Chairman.  If  I  ask  you  the  size  of  the  economic  intelligence 
programs  of  the  U.S.  Government,  you  wouldn't  be  able  to  tell  me, 
would  you?  It's  secret. 

If  you  do  not  know,  I  will  tell  you.  You  would  not  be  able  to  tell 
me.  It  is  secret. 

Dr.  Summers.  If  I  knew,  I  probably  would  not  be  able  to  tell  you, 
but  I  do  not  know.  [Laughter.] 

The  Chairman.  Yes.  That  is  right.  It  is  secret.  Why  should  you 
know?  You  are  not  properly  cleared.  That  monopoly  model  that  got 
us  into  those  disastrous  mistakes  is  still  in  place.  Doesn't  that 
bother  you? 

Dr.  Summers.  I  think  it  is  a  critical  problem.  I  have  had  enough 
difficulty  in  trying  to  find  my  way  around  the  Treasury  building  so 
that  I  have  not  given  much  thought  to  what  the  intelligence  com- 
munity should  do  differently  in  the  future  than  it  has  done  in  the 
past. 

I  have  been  concerned  in  the  Treasury  to  make  sure  that  we 
have  access  to  independent  economic  analyses  prepared  by  staff  at 
Treasury  and  to  the  kinds  of  analyses  that  are  being  done  on  the 
outside  on  these  questions. 

I  think  that  the  greater  openness  on  the  Russian  side  on  this 
particular  question  is  probably  reducing  the  power  of  the  monopoly 
that  you  spoke  of. 

But  I  believe  your  question  is  a  much  broader  one  about  the  gen- 
eral character  of  economic  intelligence,  and  that  is  one  that  I  have 
not  yet  had  any  opportunity  to  think  about  in  any  detail. 

I  agree  completely  with  you  on  the  magnitude  of  the  past  failure. 

The  Chairman.  I  appreciate  that.  I  only  wanted  to  make  clear 
that  what  you  know  in  the  Treasury  is  not  necessarily  going  to  be 
what  the  President  knows. 

And  you  will  not  necessarily  know  what  the  President  knows, 
what  the  NID  tells  him.  He  will  get  the  NID  every  morning.  He 
does  not  get  one  from  you.  The  NID  is  the  National  Intelligence 
Daily. 

I  mean,  a  failure  that  massive  shouldn't  just  be  said,  oh,  well, 
what  are  you  going  to  do?  That  is  the  way  the  world  is. 

I  mean,  the  economics  profession  did  not  respond  to  the  1930's 
by  saying,  oh,  well,  everybody  makes  mistakes  sometimes.  They 
said,  what  do  we  have?  What  went  wrong? 

And  I  am  just  suggesting  that  that  is  not  happening. 

Dr.  Summers.  I  thank,  Senator,  there  are  really  two  separate  is- 
sues here.  In  terms  of  the  economics  profession  going  forward — if 
I  might  defend  my  professional  brethren  for  just  a  moment — when 
I  was  at  the  World  Bank,  one  section  of  the  bank  published  a  news- 
letter each  month  that  included  a  list  of  all  the  conferences  on 
economies  in  transition. 
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And  I  would  say  that  in  various  parts  of  the  worid,  there  were 
probably  20  to  25  conferences  a  month,  looking  at  the  special  prob- 
lems of  formerly  socialist  economies  and  economies  in  transition. 

So  as  the  economic  problems  of  the  1930's  drew  the  attention  of 
economists,  I  think,  this  problem  of  reconstruction  in  formerly  so- 
cialist economies  is  drawing  forth  an  enormous  amount  of  intellec- 
tual energy. 

And  I  hope  and  trust  that  the  U.S.  Government  will  draw  on 
that  intellectual  energy  going  forward. 

I  think  there  is  a  separate  and  second  question  which  is  the  role 
of  monopoly  in  the  provision  of  economic  estimates  and  intelligence, 
and  I  think  that  is  something  that  does  need  to  be  very  carefully 
considered. 

I  hope  that,  if  I  am  confirmed,  I  will  have  a  chance  to  consult 
with  my  colleagues  in  different  parts  of  the  administration  and 
make  sure  that  issue  is  addressed,  and  to  work  towards  there  being 
some  system  where  there  is  a  kind  of  permanent,  semi-permanent, 
or  at  least  more  frequent  Team  B  kind  of  approach  to  ensure  that 
there  is  some  competing  provision  of  information  so  that  there  is 
at  least  some  protection  against  the  possibility  of  major  error. 

The  Chairman.  But  don't  be  so  careful  in  your  statements.  I 
mean,  you  ought  to  raise  hell  and  ask  those  people,  what  did  we 
give  you  a  trillion  dollars  for  to  give  us  all  that  misinformation? 

And  a  Team  B  approach  is  fine,  but  you  might  also  consider  the 
next  time  they  estimate  the  economies  of  Central  Europe,  they  get 
a  taxi  cab  driver  to  just  go  around  and  check  up  on  the  other  side 
of  the  Berlin  Wall  that  things  are  really  that  much  better. 

I  am  just  trying  to  make  you  feel  that  this  is  part  of  your  port- 
folio. And  the  Treasury  ought  to  have  some  proper  resentment  be- 
cause your  policies  were  driven  by  Presidents  who  were  profoundly 
misinformed. 

Now,  sir,  I  have  one  question  for  you,  which  Senator  Hatch  asked 
that  I  address.  This  will  be  the  last  question.  The  crisis  in  Russia 
will  demand  your  immediate  attention. 

Last  Tuesday,  in  his  meeting  with  the  French  President 
Mitterand,  President  Yeltsin  called  for  immediate  Western  support. 
Mitterand  wants  the  G-7  to  get  involved. 

I  am  told  there  are  foot  draggers.  Germany  and  France  want  to 
help  now.  Japan  seems  unwilling  to  do  anything  before  the  G-1 
meeting  this  July.  That  might  be  too  late. 

What  should  we  be  doing  now?  For  example,  why  shouldn't  we 
act  cooperatively  outside  of  the  Q-7?  And  is  the  G-7  showing  weak- 
ness that  should  make  us  reevaluate  its  value  to  worldwide  eco- 
nomic cooperation  which  is  the  organization's  reason  for  existence? 

Dr.  Summers.  Mr.  Chairman,  I  was  one  of  the  U.S.  participants 
in  the  meeting  in  Hong  Kong  that  took  place  this  past  week  where 
a  Russian  representative  spoke  to  us  about  the  process  of  economic 
reform.  There  followed  discussions  among  the  G-7  countries. 

I  am  optimistic.  I  do  not  think  it  would  be  appropriate  at  this 
point  to  go  into  any  detail,  but 

The  Chairman.  But  you  are  optimistic? 

Dr.  Summers.  Optimistic  that  the  G--7  will  be  in  a  position  to 
provide  significant  support  for  the  Russian  reform  effort  in  coming 
months. 
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The  Chairman.  Fine.  I  am  sure  Senator  Hatch  will  be  encour- 
aged by  that  statement.  And  he  was  pleased  to  see  that  the  Euro- 
pean Bank  for  Reconstruction  and  Development  agreed  to  a  $44 
million  technical  cooperation  loan  for  Russia  this  week. 

He  thinks  that  the  debt  structure  needs  attending  and  generally 
some  of  the  things  you  have  said. 

Sir,  it  has  been  now  a  long  morning,  but  the  last  time  we  will 
see  you  in  your  present  status.  Senators  Riegle,  Dole,  Packwood, 
Roth,  and  Grassley  will  have  some  questions  for  the  record.  I  will 
ask  that  they  be  provided  by  the  end  of  the  day.  Is  that  possible? 
Of  course,  that  is  possible. 

And  it  will  give  you  a  chance  to  respond  in  writing  to  them,  £dl 
of  which  will  be  part  of  the  record. 

[The  questions  appear  in  the  appendix.] 

The  Chairman.  Again,  we  thank  you  for  coming  this  morning. 
We  will  take  up  this  nomination  on  an  occasion  when  we  have  a 
quorum  which  will  be  next  week,  next  Wednesday  I  think.  It  will 
be  soon.  And  it  will  be  agreeable  to  you.  Thank  you  very  much.  Dr. 
Summers. 

Dr.  Summers.  Thank  you. 

The  Chairman.  And  again,  Mrs.  Summers,  we  welcome  you. 

[Pause.] 

The  Chairman.  And  now,  our  next  witness  is  Jane  Perkins  who 
is  president  of  Friends  of  the  Earth,  a  Washington  organization, 
well  known  to  those  of  us  on  the  Committee  on  Environment  and 
Public  Works. 

Ms.  Perkins,  good  morning. 

Ms.  Perkins.  Thank  you. 

The  Chairman.  And  I  do  not  believe  you  have  ever  been  before 
the  Finance  Committee. 

Ms.  Perkins.  I  have  never  been  before  any  committee,  sir. 

The  Chairman.  Well,  then,  we  welcome  you  to  your  first  commit- 
tee and  that  it  should  be  the  Finance  Committee  is  auspicious  I 
would  think.  And  you  have  an  associate  with  you? 

Ms.  Perkins.  I  do.  This  is  Dr.  Brent  Blackwelder  who  is  vice 
president  for  policy  and  program  at  Friends  of  the  Earth. 

The  Chairman.  Well,  Dr.  Blackwelder,  we  welcome  you. 

And  you  have  a  statement  which  we  will  put  in  the  record.  And 
you  go  right  ahead.  I  guess  I  will  have  to  ask  you  to  summarize 
it  if  you  can  because  it  is  about  50  pages  and  we  cannot,  under 
Senate  rules,  go  past  noon. 

Ms.  Perkins.  I  would  bore  myself  to  death  if  I  attempted  to  do 
that.  Our  statement  in  the  package  is  4  pages.  And  I  have  some 
remarks  that  I  would  like  to  deliver. 

The  Chairman.  Go  right  ahead. 

STATEMENT  OF  JANE  PERKINS,  PRESIDENT,  FRIENDS  OF  THE 
EARTH,  ACCOMPANIED  BY  BRENT  BLACKWELDER,  VICE 
PRESIDENT  FOR  FOREIGN  POLICY  AND  PROGRAMS,  WASH- 
INGTON, DC 

Ms.  Perkins.  First  of  all,  I  want  to  thank  you  for  the  opportunity 
to  address  the  committee  today  on  the  nomination  of  Dr.  Summers. 
And  I  am  here  to  oppose  the  nomination. 

The  Chairman.  Just  one  second. 
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Now,  the  hearing  room  will  be  in  order.  If  there  are  persons  who 
have  conversations,  if  they  will  be  so  kind  as  to  take  them  to  the 
corridor. 

Ms.  Perkins. 

Ms.  Perkins.  Thank  you. 

In  1979,  I  became  a  citizen  activist.  I  did  this  because  I  felt  that 
people  in  positions  of  power  were  having  difficulty  as  they  made 
decisions  a^ecting  people  like  me  with  basic  issues  about  right  and 
wrong. 

This  activism  then  led  me  to  local  politics  in  Harrisburg,  Penn- 
sylvania where  I  stood  for  election  and  won. 

I  know,  therefore  how  politics  and  comraderie  and  loysdty  at- 
tempt to  influence  decisions  which  often  should  be  judged  on  com- 
mon sense,  the  values  we  have  about  right  and  wrong,  and  perhaps 
the  sense  of  justice  that  was  instilled  in  us  as  children. 

Gentlemen,  I  think  the  appointment  of  Dr.  Summers  to  the  post 
in  question  is  wrong  on  common  sense  and  ethical  grounds  and  his 
nomination  should  be  rejected. 

It  is  a  big  government.  And  I  would  like  to  see  Dr.  Summers  pur- 
sue a  less  sensitive,  more  straight-  line  economic  centered  job  to 
use  his  many  talents. 

But  put  Dr.  Summers  aside  for  a  moment.  I  do  not  believe  an 
economist  should  have  the  last  word  in  such  a  high-level,  sensitive 
development  job. 

Development  needs  to  be  defined  more  broadly  than  the  narrow 
principles  applied  in  strict  conventional  economic  training  and 
thinking.  There  is  more  to  the  development  picture  than  the  bot- 
tom hne,  the  GNP,  or  abstract  statistics. 

There  are  people,  their  lives,  their  homes,  their  families,  and  a 
way  of  life  that  have  to  be  factored  into  this  decision-making. 

The  job  in  question,  I  think,  has  different  requirements.  It  needs 
a  thinking,  but  feeling  person  with  a  strong  sense  of  justice  and  a 
world  view  that  values  all  people  equally. 

It  requires  a  fature-oriented  person  who  has  a  profound  respect 
for  the  earth  we  are  leaving  to  future  generations.  It  requires  a 
common  sense  and  sensitive  person  who  exhibits  this  in  his  or  her 
dealings  with  others. 

This  is  the  sort  of  person  who  should  be  considered  for  the  job. 
And  I  do  not  believe  unfortunately  that  I  am  describing  Dr.  Sum- 
mers. 

Friends  of  the  Earth  opposes  his  nomination  for  three  reasons. 
First  of  all.  Dr.  Summers'  confirmation  would  send  a  terrible  signal 
to  the  people  of  our  own  country,  as  well  as  those  around  the  world 
who  already  suffer  from  victims  of  environmental  racism  and  injus- 
tice. 

Second,  your  confirmation  of  Dr.  Summers  would  suggest  that 
Congress  was  not  serious  in  calling  for  the  major  reforms  you  have 
championed  within  the  multilateral  development  banks  in  recent 
years. 

And  finally,  Dr.  Summers'  world  view  is  too  narrow  for  this  es- 
sentisdly  development  job. 

You  only  have  to  pick  up  this  morning's  Washington  Post  to  find 
outrage  on  the  part  of  major  institutions  about  racist  jokes  being 
made  at  public  gatherings. 


26 

What  Dr.  Summers'  conventional  economic  theories  espouse  is 
not  a  joke,  but  it  is  racist.  And  if  one  is  trained  as  £in  economist 
whose  interest  is  the  bottom  Hne,  then,  it  may  even  be  vaUd. 

I  would  like  to  share  with  you  some  comments  from  people  who 
cannot  be  here  today  regarding  their  feelings  on  the  Summers' 
nomination. 

From  the  General  Secretary  of  the  National  Council  of  Churches 
in  Kenya,  he  says,  "The  structural  adjustment  policies  which  Larry 
Summers  has  helped  to  formulate  affect  mostly  the  poor,  women, 
and  children  in  the  Third  World.  These  structural  adjustment  poli- 
cies are  not  a  panacea  to  the  socioeconomic  problems  in  the  south, 
but  add  to  stress  and  more  burden.  The  one  cure  that  the  Clinton 
administration  can  give  the  Third  World  is  by  revoking  the  ap- 
pointment of  Larry  Summers." 

From  the  Women  and  Development  Institute,  University  of  West 
Indies,  Barbados,  they  say,  "Larry  Summers  is  known  for  his  ag- 
gressive promotion  of  structural  adjustment  programs  which  leave 
little  room  for  debate  on  the  impact  of  these  programs  on  human 
or  natural  environments.  I  think  that  his  appointment  to  this  post 
by  the  Clinton  administration  will  raise  very  serious  doubts  in  the 
minds  of  informed  citizens  from  the  south  about  the  new  adminis- 
tration's sensitivity  to  issues  of  equity,  human  rights,  and  environ- 
mental sustainability." 

And  from  Equipo  PUEBLO  in  Mexico,  they  say,  "We  are  con- 
cerned that  the  U.S.  Administration  designate  for  such  an  impor- 
tant position  is  a  person  who  has  advocated  structural  adjustment 
policies  during  his  employment  at  the  World  Bank.  Far  from  pro- 
moting the  satisfaction  of  the  basic  needs  of  the  majority  of  the 
population  and  effectively  combating  poverty,  these  policies  have 
resulted  in  an  irrational  use  of  natural  resources  and  a  sharp  con- 
centration of  wealth  and  income  in  our  country." 

Gentlemen,  I  believe  this  Under  Secretary  position  is  a  big  and 
demanding  job,  a  job  that  requires  broad  reach  and  compassionate 
sensitivity.  And  we  believe  Dr.  Summers  has  failed  to  demonstrate 
these  qualities.  And  we  urge  you  to  reject  his  nomination. 

Thank  you. 

[The  prepared  statement  of  Ms.  Perkins  appears  in  the  appen- 
dix.] 

The  Chairman.  We  thank  you,  Ms.  Perkins.  That  is  not  nearly 
half  your  statement. 

Would  Dr.  Blackwelder  want  to  add  something  further? 

Dr.  Blackwelder.  No.  We  would  be  glad  to  take  any  questions 
you  may  have. 

The  Chairman.  Well,  the  statement  is  very  carefully  made.  I 
want  to  get  something  clear  here.  We  have  a  larger  statement  of 
yours. 

Dr.  Blackwelder.  Mr.  Chairman,  there  are  three  attachments 
referred  to  in  the  statement. 

The  Chairman.  Right. 

Dr.  Blackwelder.  The  large  statement  is  the  testimony  which 
we  gave  to  the  House  Appropriations  Committee  about  the  activi- 
ties of  the  World  Bank.  The  second  is  the  law  which  Congress 
passed  governing  the  International  Monetary  Fund. 

The  Chairman.  Oh,  I  see.  This  is  the  March  1.  Forgive  me. 
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Dr.  Blackwelder.  Yes.  We  attach  those  because  we  refer  to 
them  in  the  text  itself  as  the  background  about  the  institutions,  the 
multilateral  development  banks  over  which  Dr.  Summers  will  have 
capacity  and  responsibility. 

The  only  comment  I  might  add  since  you  raised  the  question 
about  World  Bank  performance  earlier,  an  internal  review  con- 
ducted by  the  World  Bank  last  year  by  vice  president  retired 
Wapenhans  found  that  over  one-third  of  the  bank's  projects  are  un- 
satisfactory, that  78  percent  of  the  loan  conditions  are  not  being 
complied  v^th,  and  that  this  rate  of  unsatisfactory  performance  is 
the  highest  in  15  years. 

So  the  World  Bank's  performance  under  its  own  criteria,  apart 
from  applying  social  or  environmental  criteria  which  we  might  use, 
is  at  a  very  low  ebb. 

And  it  is  because  the  World  Bank  and  IMF  come  first  in  line  as 
creditors,  they  can  boast  about  lack  of  defaults  and  so  forth,  but  in 
terms  of  substantive  analysis,  looking  at  their  own  performance, 
their  own  recommendations,  their  own  evaluations  is  extremely 
negative. 

The  Chairman.  I  am  sorry.  But  I  will  have  to  ask,  the  name 
sounded  Dutch, 

Dr.  Blackwelder.  Wapenhans. 

The  Chairman.  Wapenhans.  Dutch  of  some  kind  or  another.  By 
unsatisfactory,  what  was  his  criteria? 

Dr.  Blackwelder.  To  my  understanding  as  I  have  looked  at  the 
report,  the  economic  performance  of  the  projects  for  a  variety  of 
reasons  in  their  analysis  is  characterized  as  being  unsatisfactory. 
The  project  is  just  not  producing.  It  is  not  producing  as  projected. 

The  Chairman.  The  bottom  line? 

Dr.  Blackwelder.  Right.  And  they  also  looked  at  the  rate  of  re- 
turns projected  and  what  was  realized  smd  found  that  those  were 
getting  worse  and  worse.  They  were  getting  less. 

The  Chairman.  An  investment  bank  would  not  have  made  that 
investment,  right? 

Dr.  Blackwelder.  Or  a  private  bank,  you  would  have  a  ques- 
tion. Right.  Yes. 

The  Chairman.  Yes. 

Dr.  Blackwelder.  They  would  characterize  their  loan  as  unsat- 
isfactory on  these  economic  grounds,  not  because  they  were  envi- 
ronmentally unsatisfactory. 

The  Chairman.  I  see. 

Dr.  Blackwelder.  But  they  were  on  the  economic  conditions, 
rates  of  return,  compliance. 

The  Chairman.  The  structural  adjustment  problem  is  a  hard  one. 
I  was  once  an  Ambassador.  I  was  as  close  as  I  could  be  to  that  part 
of  the  world.  And  the  bank  nas  begun  to  make  conditions  with  the 
Indiaii  Government  on  these  thingb.  And  it  is  not  an  easy  relation- 
sliip. 

I  am  just  now  spinning  my  theory  Most  of  those  governments 
began  with  a  very  large  confidence  in  planning  the  government  in 
the  case  of  India  and  Beirut.  They  talked  about  controlling  the 
commanding  heights  of  the  economy.  And  it  mostly  did  not  work. 

One  of  the  great  secrets  of  the  world  is  that  India  in  1900  was 
a  large  steel  producer.  And  Japan  had  no  steel  of  any  kind. 
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But  the  structural  adjustment  programs  are  an  intervention  for 
internal  political  life.  Of  that,  there  is  no  doubt.  They  tend  to  be 
austere.  Older  men  than  I  can  say  I  know  the  answer  to  it. 

The  problem  is,  of  course,  that  so  much  of  the  world,  that,  "Third 
World,"  is  divided  into  countries  where  living  standards  are  prob- 
ably on  the  decline  and  regions  where  they  are  just  roaring  ahead. 

And  it  is  hard  put  to  say  why  this  is  the  case.  The  sub-Sahara 
in  Africa  is  desperate.  And  Asia  is  full  of  tigers  they  say. 

And  parts  of  India  prosper.  And  others  do  not.  When  I  was  Am- 
bassador to  400  million  persons  there.  There  are  now  850  million. 
It  was  not  that  long  ago. 

Senator  Chafee,  you  have  come  back.  And  we  welcome  you,  sir. 

Senator  Chafee.  Thank  you,  Mr.  Chairman. 

I  am  sorry  I  missed  the  testimony  of  Ms.  Perkins.  I  know  Dr. 
Blackwelder  well.  And  I  certainly  know  Ms.  Perkins  by  reputation. 
When  they  say  there  are  matters  of  concern,  then  we  should  cer- 
tainly pay  heed  to  them. 

I  was  disturbed  by  the  Summers  memo.  I  guess  you  get  to  the 
point  of  asking  when  can  you  forgive.  Dr.  Summers  was  contrite, 
both  in  his  testimony  here  and  when  he  came  to  visit  me  in  the 
office. 

I  would  like  to  read  over  what  Dr.  Blackwelder  and  Ms.  Perkins 
are  saying  in  their  testimony,  however. 

The  Chairman.  Fine. 

Senator  Chafee.  I  will  also  say  that  one  of  the  advantages  of 
being  on  this  committee  is  I  feel  I  am  getting  a  Harvard  education 
without  paying  the  tuition.  [Laughter.] 

As  I  listen  to  these  very  thoughtful  remarks  our  chairman 
makes. 

Mr.  Chairman  you  might  be  interested  to  know  that  last  night 
there  was  an  interesting  TV  series  on  a  man  who  is,  in  a  light- 
hearted  way,  proceeding  around  the  world  in  80  days. 

The  portion  of  his  trip  shown  last  night  was  from  Bombay  to  Ma- 
dras by  train.  And  there,  he  was  trying  with  difficulty  to  catch  a 
freighter  to  Singapore. 

It  was  a  wonderful  view  from  the  train  of  India,  portions  that 
you  are  very  familiar  with,  but  that  regrettably  I  am  not.  So  I 
thought  it  might  bring  back  a  bit  of  nostalgia  to  hear  about  this. 

The  Chairman.  He  would  have  gone  across  the  Malibar  Moun- 
tains and  went  through  Bangalar  in  southern  India,  a  very  special 
part  of  the  world. 

Senator  Chafee.  I  just  want  to  say  one  other  thing,  and  this  is 
completely  digressing  from  the  subject  at  hand.  I  am  the  possessor 
of  some  ancient  turn  of  the  century  silver  mugs  that  somehow 
came  into  our  family,  because  somebody,  no  relation,  was  Brigadier 
so  and  so  who  won  the  Puna  Horse  Show  in  1903. 

I  do  not  even  know  what  took  place  in  Puna.  It  must  have  been 
sort  of  a  retreat  place  for  British  officers.  Was  it? 

The  Chairman.  Puna  was  a  hill  station  where  the  weather  is  liv- 
able in  the  summer. 

Senator  Chafee.  Because  the  train  stopped  in  Puna  last  evening. 
And  the  voyager  recounted  that  he  had  a  cap  that  belonged  to  some 
Brit  who  participated  in  the  shell  races  on  the  Puna  River,  which 
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he  showed  us,  although  there  was  no  river  there  anymore,  just  a 
trickle. 

But  it  all  brought  back  memories  of  the  silver  goblets  that  for 
some  reason  are  in  our  family. 

The  Chairman.  That  whole  subject  of  development  links  up  with 
populations  though.  And  the  key  to  all  of  it  is  two  things.  One  is 
water.  Water  is  so  profoundly  important. 

And  of  all  the  environmental  issues  on  someplace  like  the  sub- 
continent where  a  billion  people  live,  India  will  have  a  larger  popu- 
lation than  China,  the  demographic  profile. 

Their  principle  environmental  problem,  their  overwhelming  envi- 
ronmental problem — I  mean,  in  Bhopal  and  all — is  that  the  water 
is  not  clean. 

And  the  World  Bank  does  what  it  can.  I  think  it  can  be  short- 
sighted. 

About  the  time  those  mugs  were  made,  there  were  three  cities 
on  the  Bay  of  Bengal.  Each  had  been  founded  by  the  British  East 
India  Co.  Each  had  a  hotel  where  Somerset  Maughm  stayed.  Each 
had  a  race  track.  Each  had  a  very  interesting,  satisfactory  way  of 
life. 

A  century  goes  by.  Then,  at  the  end  of  the  century,  one  of  those 
cities  is  a  place  where  1  million  people  sleep  on  the  sidewalks  every 
day.  Another  of  those  cities  is  no  longer  a  city.  It  has  gone  back 
to  grass. 

And  the  third  city  has  an  air  conditioned  subway  and  one  of  the 
highest  standards  of  living  in  the  world.  That  is  Calcutta,  Rangoon, 
and  Singapore.  Don't  think  government  doesn't  make  a  difference. 
You  cannot  explain  it  any  other  way. 

But  that  is  by  way  of  thanking  you  for  your  testimony. 

Please,  Ms.  Perkins,  you  want  to  say  something? 

Ms.  Perkins.  Well,  I  wonder  if  I  could  comment  briefly  on  Mr. 
Chafee's  reference  to  the  infamous  Dr.  Summers'  memo. 

The  Chairman.  Please. 

Ms.  Perkins.  And  I  think  that 

The  Chairman.  No,  no.  The  infamous  memo  of  Dr.  Summers. 
[Laughter.] 

Ms.  Perkins.  The  infamous  memo  of  Dr.  Summers,  Professor. 

I  think  that  Dr.  Summers  has  done  a  good  job  recanting  the 
memo.  And  that  is  fine.  However,  what  bothers  me  and  what  both- 
ers a  number  of  people  in  the  environmental  community  and,  I 
think,  a  lot  of  people  you  have  heard  from  with  letters  Eind  cor- 
respondence about  this  particular  appointment  is  the  underlying 
principles  that  are  espoused  in  that  letter. 

They  are  straight-line,  conventional  economic  thinking  that  actu- 
ally has  some  logical  value  to  it,  but  when  you  try  to  apply  it  in 
the  kind  of  position  that  Dr.  Summers  is  seeking  here,  it  creates 
a  lot  of  hardship  for  people  in  Third  World  countries. 

And  at  its  worse  extreme,  it  is  racist.  And  it  provides  for  a  lot 
of  injustice  in  lending  policies.  And  so  you  can  throw  out  the  words 
and  you  can  accept  apologies  for  shortsightedness  or  not  paying 
enough  attention,  but  what  the  underlying  problem  is  for  a  lot  of 
us  is  the  theory  and  the  principles  that  go  with  it. 
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And  we  think  that  they  are  aUve  and  well  in  the  World  Bank 
and  in  the  MDB's.  And  we  do  not  want  them  at  the  level  of  the 
Under  Secretary  in  the  Treasury.  That  is  why  we  are  here. 

Senator  Chafee.  Mr.  Chairman,  if  I  might.  I  am  not  an  apologist 
for  Dr.  Summers  by  a  long  shot. 

I  might  say  with  a  little  irony  here  that  if  this  had  been  a  Repub- 
lican nominee  with  these  credentials,  this  room  would  be  filled. 
Certainly,  that  side  would  have  been  pouncing  all  over  this  individ- 
ual, showing  no  mercy.  I  think  that  is  important  to  bear  in  mind. 

I  do  believe  in  salvation.  Sometimes  when  people  have  been 
scorched  a  bit — and  I  am  afraid  he  was  not  very  badly  scorched 
here — they  are  extra  cautious. 

Wally  Hickel,  for  example.  Wally  Hickel  came  in  and  was  chas- 
tised for  his  positions,  but  I  think  he  bore  that  in  mind  and  turned 
out  to  be  a  very  good  Secretary  of  the  Interior.  Now  he  is  the  Gov- 
ernor of  Alaska. 

So  I  think  people  can  bear  these  lessons  in  mind.  Now,  it  does 
not  always  prove  true — I  mean,  Jim  Watt  did  not  change  his 
stripes  when  he  became  Secretary  of  the  Interior. 

I  would  be  interested — just  briefly  because  I  know  we  all  have 
other  engagements — but  Mr.  Summers  is  being  nominated  for 
Under  Secretary  of  the  Treasury.  True,  he  will  be  dealing  with  the 
World  Bank.  But  I  somehow  envision  him  spending  his  first  areas 
of  concentration  on  Russia.  So  I  tio  not  see  the  World  Bank  situa- 
tion quite  the  way  you  do.  Am  I  missing  something  here? 

The  Chairman.  Dr.  Blackwelder. 

Dr.  Blackwelder.  Yes.  What  we  are  saying  is  that  it  appears  to 
us  that  you  are  putting  into  a  position  of  authority  someone  who 
at  the  World  Bank  has  resisted  all  of  the  reforms  which  Congress 
has  enacted,  urging  our  own  executive  directors  at  the  World  Bank 
and  the  IMF  to  change. 

For  example,  as  part  of  last  year's  Russian  bill,  accompanying 
our  testimony,  there  were  instructions  for  the  International  Mone- 
tary Fund  to  start  looking  at  the  environmental  and  poverty  im- 
pacts of  its  structural  adjustment  programs. 

And  here  in  the  case  of  Russia,  pendency  of  the  G-7  is  to  turn 
everything  over  to  the  IMF  and  the  World  Bank  to  solve  Russia's 
problems. 

And  our  experience  in  trying  to  analyze  structural  adjustment  in 
Africa  and  other  places  is  that  it  has  been  a  massive  and  serious 
failure  and  that  these  high  level,  macroeconomic  policies  are  totally 
leading  to  destruction  of  the  environment  and  impoverishment  of 
the  people. 

The  programs  that  first  suffer  are  education,  women's  programs, 
and  environmental  protection  programs  as  part  of  the  structural 
adjustment. 

And  Dr.  Summers'  writings,  for  exsimple,  on  the  economy  sug- 
gests that  he  applies  just  the  straight-line  economic  approach. 

He  speaks  about  and  spoke  this  morning  about  sustainability,  he 
is  being  supportive  of  that.  Yet,  he  resisted  in  this  article  incor- 
porating a  sustainability  criterion  or  anything  like  that  looking  to- 
wards future  generations  into  economic  benefit  cost  analysis. 

The  bottom  line  rate  of  return  was  what  we  had  to  look  at.  And 
if  you  do  the  right  thing  with  your  benefit  cost  analysis,  all  these 
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other  concerns  you  are  taking  care  of,  don't  worry.  And  that  is  ex- 
actly what  we  beheve  Congress  has  for  10  years  been  legislating, 
trying  to  get  these  institutions  to  change,  to  take  a  different  im- 
pact. 

Sure,  on  one  level,  great  benefit  cost  analysis  is  terrific.  And  you 
want  to  make  it  as  good  as  possible. 

But  in  our  judgment  in  the  case  studies  we  attach  in  the  testi- 
mony, we  tried  to  illustrate  that  these  policies  are  failing  regularly. 

And  it  was  similar,  Mr.  Chairman,  to  what  you  were  describing, 
I  think,  with  the  failure  of  our  intelligence  on  the  economy  in  Rus- 
sia. 

We  have  found  the  same  thing  that  the  IMF  and  the  World 
Bank's  failure  to  look  at  the  actual  impacts  of  the  structural  ad- 
justment. 

They  do  not.  They  refuse  to  gather  that  information,  that  data. 
We  have  tried  using  U.S.  laws  to  ask  them  and  force  them  to  do 
an  ex-post  analysis  of  whether  they  succeeded  or  failed. 

And  our  own  directors  are  doing  their  best.  The  previous  admin- 
istration and  the  Congress  worked  together.  And  we  still  could  not 
get  these  institutions  to  do  those  analyses. 

The  Chairman.  May  I  just  say,  I  think  you  are  getting  their  at- 
tention. You  certainly  have  mine.  I  mean,  I  read  that  memo,  for  ex- 
ample. 

And  I  thought  that  one  of  the  clear  mistakes  just  at  the  simple 
economic  level  of  analysis  is  that  it  assumed  that  pollution  is  short 
term  with  no  long-term  effects.  Wouldn't  you  agree?  And  it  is  sup- 
posed to  have  long-term  effects.  That  is  not  a  wrong  assumption. 

We  thank  you.  I  thank  you. 

Senator  Chafee.  The  same  here. 

The  Chairman.  Thank  you,  sir. 

The  hour  of  noon  having  arrived,  our  sillowed  period  for  a  hear- 
ing is  concluded. 

If  there  are  any  questions  that  the  Senators  wish  to  address  to 
Ms.  Perkins,  they  will  do  so  in  writing  by  the  end  of  the  day. 

We  thank  our  guests.  We  thank  our  witnesses. 

And  the  hearing  is  now  concluded. 

[The  prepared  statement  of  Senator  Hatch  appears  in  the  appen- 
dix.] 

[Whereupon,  at  11:55  a.m.,  the  hearing  was  concluded.] 
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Additional  Material  Submitted 


Prepared  Statement  of  Senator  Orrin  G.  Hatch 

Mr.  Chairman,  I  want  to  join  my  colleagues  in  welcoming  Dr.  Summers  to  this 
session.  Of  all  the  quirks  science  has  identified  in  human  genetics,  a  "tendency  to- 
ward economics"  is  certainly  one  of  the  lesser  known.  Dr.  Summers'  mother  and  fa- 
ther, along  with  his  uncle,  Nobel  Laureate  Kenneth  Arrow,  are  among  the  most  dis- 
tinguished scholar-economists  in  this  century. 

Of  course.  Dr.  Summers  has  earned  his  own  spurs,  many  times  over,  in  fact. 
There  are  probably  few  Americans  with  his  credentials  for  this  important  job. 

I  am  encouraged  by  the  thinking  and  writing  that  Dr.  Summers  has  done  on  some 
of  the  very  issues  that  he  will  encounter,  if  the  nomination  succeeds. 

I  refer  first  to  his  comments  made  at  a  G-7  Special  session  in  Tokyo  in  November 
1991.  In  his  speech,  Dr.  Summers  refers,  somewhat  prophetically,  I  might  add,  to 
the  types  of  financial  problems  facing  the  world  at  the  end  of  World  War  II,  and 
which,  he  adds,  could  just  as  well  be  the  agenda  for  today's  G-7.  The  four  problems 
are:  controlling  inflation  while  promoting  growth;  integrating  nations  into  tne  world 
economy;  directing  capital  to  high-productivity  uses;  and  promoting  trade. 

I  would  like  to  see  Dr.  Summers  use  the  great  influence  of  his  office,  to  promote 
this  agenda,  using  the  G-7,  OECD  and  other  international  economic  bodies  and  in- 
stitutions. There  are  three  specific  issues  that  I  would  like  Dr.  Summers  to  address 
that  seem  to  further  this  goal. 

First,  the  G-7  and  the  OECD  can  play  a  much  greater  role  in  coordinating  na- 
tional macroeconomic  policies  to  promote  growth. 

Second,  this  country  cannot  relent  on  its  long-standing  commitment  to  workable 
foreign  investment  policies  that  promote  growth.  In  fact,  I  would  urge  that  we  take 
the  experience  of  the  dozens  of  bilateral  investment  treaties  negotiated  over  the 
years  and  combine  it  into  a  workable  multilateral  treaty,  spearheaded  by  the  OECD, 
and  open  to  all  countries. 

Third,  we  need  to  assure  ourselves  that  domestic  economies  do  not  harbor  fiscal 
policies  that  distort  trade  and  investment,  or  other  policies  on  competition.  I  am 
thinking  specifically  of  taxation  policies,  which  can  discourage  U.S.  investment 
abroad,  lead  to  retaliation  by  others,  and  obstruct  the  competitiveness  of  American 
companies. 

I  am  very  hopeful  that  Dr.  Summers'  great  talents  will  lead  to  significant  im- 
provements in  international  cooperation  along  the  lines  that  I  specified. 

With  those  thoughts  having  been  enunciated,  Mr.  Chairman,  I  would  like  to  re- 
quest that  the  balance  of  my  comments  be  placed  in  the  hearing  record. 

Let  me  elaborate  on  the  first  issue.  The  G-7  and  OECD  should  cooperate  and  co- 
ordinate in  assisting  countries  review  structural  economic  issues  that  hinder  com- 
petitiveness and  growth.  The  International  Labor  Office  should  be  brought  into  this 
fold  where  its  activities  promote  flexible  labor  policies  to  accommodate  such  growth. 
The  U.S.  should  have  a  new  voice  on  these  deliberations  in  light  of  our  own  strong 
steps  now  being  taken  to  remedy  our  structural  deficit.  But  we,  too,  have  to  do 
more,  to  include  promoting  more  savings  and  investment  while  concentrating  the 
use  of  such  capital  on  high-productivity  projects,  something  that  Dr.  Summers 
raised  in  his  November  1991  speech. 

As  regards  the  second  issue,  we  cannot  foolishly  ignore  the  tremendous  benefits 
that  our  political  and  economic  stability  invites  through  foreign  investment.  Not 
only  is  this  a  source  of  growth  capital,  but  also  jobs  and,  as  we  have  seen  through- 
out our  history,  innovations  that  improve  our  economic  efficiency  and  way-of-life. 
Assaults  on  foreign  investment  are,  for  the  most  part,  short-sighted.  A  very  small 
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share  of  U.S.  assets  are  foreign  held,  and  our  growing  economy  has  been  well-served 

by  foreign  investment.  National  treatment  must  become  the  U.S.  standard  in  its 

global  effort  for  enlightened  foreign  investment. 

— Let  me  add  that  approaches  like  the  Fair  Trade  in  Financial  Services  Act,  as 

proposed,  is  not  the  way  to  go.  It  seeks  reciprocity  and  absolute  parity  across 

borders,  ignoring  to  its  peril  inherent  legal  and  social  system  differences  that 

are  matters  of  sovereignty.  Rather,  national  treatment  can  be  achieved  within 

the  framework  of  existing  national  systems.  Fairness  and  equity  are  not  foreign 

words  in  any  domestic  legal  system. 

Finally,  there  needs  to  be  a  universal  set  of  foreign  investment  standards.  These 
would  establish  rights  to  national  treatment,  the  protection  of  foreign  investment 
and  the  repatriation  of  fair  profits. 

— ^We  need  to  guard  against  attacks  on  the  generally  liberal  investment  policies 
that  the  U.S.  stands  for.  The  bilateral  investment  treaties  (BIT)  were  negotiated 
to  create  a  favorable  investment  climate.  They  guairantee  protections  of  prop- 
erty, and  limit  host  country  inclinations  to  expropriate  it. 

— ^The  OECD  has  provided  the  bedrock  for  universal  rules  on  investment  protec- 
tion. The  Codes  of  Liberalization  and  National  Treatment  Instrument  are  useful 
precedents,  although  non-binding.  We  need  to  move  to  the  next  plateau,  with 
OECD's  assistance.  This  has  been  done  in  the  Dunkel  Draft  Agreement  of  the 
Uruguay  Round  of  GATT.  There,  for  example,  we  limit  trade-distorting  invest- 
ment measures,  and  give  GATT  enforcement  capabilities. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  raise  these  issues  and  to  invite  Dr. 
Summers'  views  on  them. 


Prepared  Statement  of  Senator  Daniel  Patrick  Moynihan 

This  morning  we  welcome  to  the  Finance  Committee  Dr.  Lawrence  Summers,  who 
is  the  President's  nominee  to  be  the  Under  Secretary  of  the  Treasury  for  Inter- 
national Affairs. 

Dr.  Summers,  you  will  be  assuming  this  job  at  a  time  when  our  international  eco- 
nomic challenges  are  mounting.  Your  plate  will  be  full. 

The  G-7  is  grappling  with  the  difficult  question  of  how  to  assist  the  states  of  the 
former  Soviet  Union — at  a  time  when  their  commitment  to  economic  reform  appears 
to  be  wavering.  The  world  is  looking  increasingly  to  the  international  lending  insti- 
tutions— the  International  Monetary  Fund,  the  World  Bank  and  the  regional  devel- 
opment banks — to  play  a  much  greater  role  in  coordinating  Western  aid  to  Russia 
and  assisting  the  developing  countries  with  their  economic  development  goals.  And 
the  Uruguay  Round  of  multilateral  negotiations  is  looking  for  a  jump-start,  just  as 
the  United  States  is  trying  to  wrap  up  the  NAFTA  through  the  negotiation  of  sup- 
plemental agreements  on  labor,  the  environment  and  import  surges.  You  will  play 
a  key  role  in  all  of  these  matters. 

Your  resume  suggests  to  me  that  you  are  well-prepared  to  tackle  this  job.  You 
come,  as  I  understand  it,  from  a  family  of  economists:  I  am  told  that  your  parents 
and  two  of  your  uncles  are  highly  regarded  in  the  field.  You  became  a  full  professor 
at  Harvard  at  the  ripe  old  age  of  28.  You  served  as  domestic  policy  economist  at 
the  Council  of  Economic  Advisers  under  President  Reagan.  And  your  tenure  at  the 
World  Bank  has  given  you  a  great  deal  of  international  experience. 

It  also  gave  you  a  great  deal  of  international  exposure.  As  you  know,  a  number 
of  environmental  groups  oppose  your  nomination.  They  will  be  ably  represented  here 
later  this  morning  by  Jane  Perkins,  who  is  the  President  of  Friends  of  the  Earth. 

The  Committee  will  want  to  hear  your  views  on  the  role  the  international  finan- 
cial institutions  should  play  in  promoting  environmental  protection  and  economic  re- 
forms and  in  improving  the  standard  of  living  throughout  the  developing  world.  And 
we  will  listen  carefully  to  the  concerns  expressed  by  Ms.  Perkins  and  others. 

It  is  my  intention  to  schedule  a  vote  on  this  nomination  relatively  soon,  but  after 
the  Committee  has  had  an  opportunity  to  digest  the  testimony  and  comments. 
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Prepared  Statement  of  Jane  Perkins 


Friends  of  the  Earth  opposes  the  nomination  of  Lawrence 
Summers  to  the  position  of  Undersecretary  of  Treasury  for 
International  Affairs  for  three  main  reasons: 

First,  Summers'  confirmation  to  such  a  position  would 
send  a  terrible  signal  to  those  people  in  the  United 
States  and  around  the  world  who  are  victims  of 
environmental  racism  and  injustice; 

Second,  Summers'  confirmation  would  suggest  that  Congress 
was  not  serious  in  calling  for  major  reforms  of  the 
multilateral  development  banks  (MDBs) ; 

Third,  Summers'  world  view  is  too  narrow  for  this  job. 

A  SIGNAL  TO  THE  WORLD: 

We  would  like  to  call  to  the  Committee's  attention  the 
worldwide  reaction  to  Mr.  Summers'  infamous  memo  advocating  dumping 
of  toxic  wastes  in  developing  countries  because  they  are  'under- 
polluted.  '  One  of  the  main  reasons  this  memo  brought  out  the  ire 
of  the  world's  environment,  development,  and  social  justice 
communities  was  that  it  captured  in  writing  the  actual  impact  on 
the  ground  of  far  too  much  World  Bank  activity;  namely  the 
institution's  callous  disregard  for  the  suffering  of  the  poor,  and 
in  particular  to  the  very  suffering  caused  by  the  Bank's  own 
projects  and  lending  policies.  That  Summers  was  the  World  Bank's 
chief  economist  simply  added  fat  to  the  fire. 

Attached  to  this  testimony  are  examples  of  the  reactions  of 
leaders  from  around  the  world  to  his  memo  and  nomination.  Typical 
of  the  reactions  was  that  of  Brazil's  environment  secretary,  Jose 
Lutzenberger,  who  wrote  to  Summers,  "Your  thoughts  are  a  concrete 
example  of  the  unbelievable  alienation,  reduc-  lonist  thinking, 
ruthlessness,  and  arrogant  ignorance  of  m£*ny  conventional 
'economists'  concerning  the  nature  of  the  world  we  live  in."  The 
Development  Gronn  for  Alternative  Policies  has  received  some  20 
statements  from  citizens'  organizations  around  the  world  opposing 
his  confirmation.  Some  of  these  comments  are  as  follows: 

From  the  General  Secretary  of  the  National  Council  of  Churches  of 
Kenya : 

The  structural  adjustment  policies  (SAPs)  which  Larry 
Summers  has  helped  to  formulate  affect  mostly  the  poor, 
women  and  children  in  the  Third  World.  The  SAPs  are  not 
a  panacea  to  the  socio-economic  problems  in  the  South  but 
only  add  distress  and  more  butden.  The  one  cure  that  the 
Clinton  Administration  can  give  the  Third  World  is  by 
revoking  the  appointment  of  Larry  Summers. 

From  the  Women  and  Development  Institute,  University  of  the  West 
Indies,  Barbados: 

Larry  Summers  is  known  for  nis  aggressive  promotion  of 
structural  adjustment  programmes  which  leave  little  room 
for  debate  on  the  impact  of  these  programmes  on  human  or 
natural  environments.  I  think  that  his  appointment  to 
this  post  by  the  Clinton  Administration  will  raise  very 
serious  doubts  in  the  minds  of  informed  citizens  from  the 
South  about  the  new  Administration's  sensitivity  to 
issues  of  equity,  human  rights  and  environmental 
susta inability. 
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From  Equipo  PUEBLO  in  Mexico: 

We  are  concerned  that  the  U.S.  Administration  designate 
for  such  an  important  position  is  a  person  who  has 
advocated  structural  adjustment  policies  during  his 
employment  at  the  World  Bank.  Far  from  promoting  the 
satisfaction  of  the  basic  needs  of  the  majority  of  the 
population  and  effectively  combatting  poverty,  these 
policies  have  resulted  in  an  irrational  use  of  natural 
resources  and  a  sharp  concentration  of  wealth  and  income 
in  our  country. 

To  understand  their  rage,  it  is  perhaps  useful  to  imagine  how 
this  Committee  would  feel  if  the  gross  insensitivity  exhibited  in 
Summers'  memo  had  been  directed  at  poor  communities  in  the  United 
States  rather  than  poor  Third  World  countries. 

Viewed  in  the  context  of  last  June's  Earth  Summit  in  Rio  de 
Janeiro  with  its  strong  emphasis  on  environmental  justice,  it  would 
be  hard  to  find  a  more  inappropriai  m  person  to  serve  the  U.S.  in 
such  a  sensitive  position.  Approving  this  nomination  will  send  a 
signal  to  the  World  that  as  far  as  U.S.  policy  in  the  arena  of  the 
MDBS  is  concerned,  business  is  proceeding  as  usual. 

A  SIGNAL  TO  CONGRESS: 

Summers'  confirmation  would  not  simply  be  disappointment 
because  of  his  personal  views,  but  because  his  selection  would 
indicate  that  the  United  States,  which  has  long  been  the  leader  in 
seeking  reforms  of  the  MDBs..  has  decided  to  back  down. 

For  the  past  decade,  the  U.S.  Congress  has  led  the  world  in 
examining  the  true  environmental  and  social  impacts  of  the  MDBs 
lending  programs.  It  has  helped  expose  disasters  such  as  the 
Brazil  Power  Sector  loans  which  would  have  flooded  thousands  of 
acres  of  tropical  rainforest  and  displaced  thousands  of  Kayapo 
Indians.  In  that  case,  the  project  was  ultimately  stopped.  Now 
the  Congress  is  keeping  the  spotlight  on  disastrous  projects  such 
as  the  Narmada  Dams  in  India  which  will  displace  hundreds  of 
thousa  id  ■  of  people. 

Tiie  Congress  has  issued  specific  instructions  for  a  reform 
agenda  at  the  World  Bank,  IMF  and  other  MDBs.  Most  dramatically, 
the  so-called  Pelosi  Amendment  forced  the  World  Bank  to  undertake 
Environmental  Impact  Assessments  of  its  projects.  Now,  attention 
is  being  focused  on  the  effects  of  IMF  structural  adjustment 
programs.  Last  year,  in  conjunction  with  the  Russian  Aid  package 
Congress  amplified  its  concern  that  the  IMF  was  not  looking  at  the 
poverty  and  environmental  impacts  of  its  structural  adjustment 
lending.  Attached  to  this  statement  is  a  copy  of  that  legislation. 
We  would  encourage  you  to  question  Mr.  Summers  to  determine  whether 
he  supports  the  legislation  and  how  he  would  go  about  pursuing  the 
goals  it  spells  out. 

Also  attached  is  testimony  we  presented  to  the  House 
Appropriations  Committee  on  March  1  concerning  U.S.  policy  and 
support  for  the  MDBs.  It  provides  many  details  of  the  poor  record 
of  the  World  Bank,  for  which  Summers  shares  part  of  the 
responsibility.  It  also  may  provide  the  Committee  with  an  idea  of 
the  depth  and  complexity  of  the  problems  that  the  Undersecretary's 
post  must  address. 

This  reform  agenda,  while  conceived  by  Congress,  must  be 
executed  by  Treasury;  i.e.,  by  the  very  office  that  Mr.  Summers  now 
wishes  to  head.  On  his  shoulders  will  fall  the  responsibility  for 
implementing  the  will  of  Congress. 
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During  his  tenure  at  the  World  Bank,  Summers  has  been  part  of 
these  problems,  not  part  of  the  solution.  Summers  has  no  track 
record  o""  reform  or  achievement  at  the  World  Bank.  Instead,  he 
stands  fu  •  the  very  international  economic  development  strategy 
which  Congress  has  been  trying  to  change  for  the  past  10  years.  In 
our  review  of  Summers'  performance  at  the  World  Bank  we  have  found 
that  the  only  area  in  which  he  distinguished  himself  and  for  which 
he  should  be  commended  is  women's  education.  But  his  work  here  is 
overshadowed  by  his  espousal  of  the  structural  - ->-;>'^<-^«r,<-  T^>-onrams 
which  have  failed  to  consider  impacts  on  women,  poverty  or  the 
environment. 


SUMMERS'  VIEW  IS  TOO  CONSTRICTED  FOR  THIS  JOB: 

Today  Summers  claims  that  he  did  not  read  the  infamous  memo  or 
that  it  was  intended  as  ironic  counterpoint.  Either  answer  does 
not  assuage  our  concern.  (It  does,  however,  strike  us  as 
unacceptable  for  someone  in  such  a  high  position  not  paying 
attention  to  the  key  memoranda  which  leave  his  office.) 

Whether  ironic  or  inadvertent,  the  vision  of  the  famous  memo 
is  something  this  Committee  should  keep  foremost  in  its  mind  as  it 
deliberates  because,  the  limited,  purely  economic  standpoint  of  Mr. 
Summers  leads  directly  to  the  morally  repulsive  conclus'.ons  that  a 
person  who  earns  less  is  worth  less  and  that  Afri  :a  is  'vastly 
under-polluted' . 

We  would  also  point  out  to  the  Committee  that,  while  unusually 
blunt,  the  sentiments  expressed  in  the  memo  are  consistent  with 
other  statements  made  by  Mr.  Summers.  For  example,  he  belittles 
concerns  about  global  warming,  claiming  that  several  months  of  GNP 
growth  would  more  than  offset  any  costs  occasioned  by  climate 
change.  He  believes  moral  criteria  and  sustainability  conditions 
should  not  be  built  into  foreign  aid.  The  rate  of  return  is  the 
sole  criterion  to  use,  he  argues  in  a  piece  written  for  the 
Economist. 

We  believe  that  the  job  of  Treasury  Undersecretary  and  the 
task  of  reforming  the  MDBs,  requires  a  far  broader  vision  than  that 
of  the  laser-lines  of  conventional  economics.  This  vision  should 
start  from  the  standpoint  that  all  human  lives  are  of  equal  value 
and  that  transferring  pollution  to  other  countries  is  not  an 
acceptable  development  path.  The  vision  should  extend  to  taking 
into  account  the  long  term  social  and  environmental  costs  of 
projects  and  structural  adjustment  conditions.  And,  this  vision 
should  be  tempered  by  a  fundamentally  democratic  viewpoint  that 
seeks  to  involve  affected  citizens  from  the  outset  in  the  planning 
and  development  of  projects  that  will  profoundly  affect  their 
1 ives . 

This  Undersecretary  position  is  a  big  and  demanding  job  --  a 
job  that  requires  broad  reach  and  compassionate  sensitivity.  Mr. 
Summers  has  failed  to  demonstrate  these  qualities  and  we  urge  you 
to  reject  his  nomination. 
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PUBUC  LAW  102-511— OCT.  24,  1992 

FREEDOM  FOR  RUSSIA  AND  EMERGING 

EURASIAN  DEMOCRACIES  AND  OPEN 

MARKETS  SUPPORT  ACT  OF  1992 

(FREEDOM  SUPPORT  ACT) 


TITLE  X- 


-INTERNATIONAL  FINANCIAL 
INSTITUTIONS 


SEC.  1001.  INTERNATIONAL  MONETARY  FUND  QUOTA  INCREASE. 

The  Bretton  Woods  Agreements  Act  (22  U.S.C.  286  and  fol- 
lowing) is  amended  by  adding  at  the  end  the  following: 

"SEC.  56.  QUOTA  INCREASE.  22  USC  286e-U 

"The  United  States  Governor  of  the  Fund  may  consent  to  an 
increase  in  the  quota  of  the  United  States  in  the  Fund  equivalent 
to  8,608,500,000  Special  Drawing  Rights,  limited  to  such  amounts 
as  are  provided  in  advance  in  appropriations  Acts. 

"SEC.  57.  ACCEPTANCE    OF    AMENDMENTS    TO    THE    ARTICLES    OF     22  USC  286e-5b. 
AGREEMENT  OF  THE  FUND. 

"The  United  States  Governor  of  the  Fund  may  agree  to  and 
accept  the  amendments  to  the  Articles  of  Agreement  of  the  Fund 
as  proposed  in  the  resolution  numbered  45-3  of  the  Board  of  Gov- 
ernors of  the  Fund  that  was  approved  by  such  Board  on  June 
28,  1990. 

"SEC.  58.  APPROVAL  OF  FUND  PLEDGE  TO  SELL  GOLD  TO  PROVIDE     22  USC  286e-13. 
RESOURCES     FOR     THE     RESERVE     ACCOUNT     OF     THE 
ENHANCED  STRUCTURAL  ADJUSTMENT  FACILITY  TRUST. 

"The  Secretary  of  the  Treasury  is  authorized  to  instruct  the 
United  States  Executive  Director  of  the  Fund  to  vote  to  approve 
the  Fund's  pledge  to  sell,  if  net  'ed,  up  to  3,000,000  ounces  of 
the  Fund's  gold,  to  restore  the  re  .ources  of  the  Reserve  Account 
of  the  Enhanced  Structural  Adjustment  Facility  Trust  to  a  level 
that  would  be  sufficient  to  meet  obligations  of  the  Trust  payable 
to  lenders  which  have  made  loans  to  the  Loan  Account  of  the 
Trust  that  have  been  used  for  the  purpose  of  financing  programs 
to  Fund  members  previously  in  arrears  to  the  Fund.". 

SEC.  1002.  INTERNATIONAL  MONETARY  FUND  POUCY  CHANGES. 

The  Bretton  Woods  Agreements  Act  (22  U.S.C.  286  and  fol- 
lowing) is  amended  by  adding  after  the  sections  added  by  section 
1001  of  this  Act  the  following: 


"SEC.  59.  FUND  POLICY  CHANGES. 

"(a)  Policy  Changes  Within  the  IMF. — ^The  Secretary  of  the 
Treasury  shall  instruct  the  United  States  Executive  Director  of 


22  USC  286//. 
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the  Fund  to  promote  regularly  and  vigorously  in  program  discus- 
sions and  quota  increase  negotiations  the  following  proposals: 

"(1)  Poverty  alleviation,  reduction  of  barriers  to  eco- 
nomic AND  social  progress,  AND  PROGRESS  TOWARD  ENVIRON- 
MENTALLY SOUND  POUCIES  AND  PROGRAMS. — (A)(i)  Consider- 
ations of  poverty  alleviation  and  the  reduction  of  barriers  to 
economic  and  social  progress  should  be  incorporated  into  all 
Fund  programs  and  all  consultations  under  article  IV  of  the 
Articles  of  Agreement  of  the  Fund. 

"(ii)  Preparation  of  Policy  Framework  Papers  should  be 
extended  to  all  nations  which  have  Fund  programs  ind  active 
Bank  or  International  Development  Association  'e.  ding  pro- 
grams, and  existence  of  a  Policy  Framework  Pap  ;r  should  be 
a  precondition  for  new  lending  to  such  nations  by  the  Fund. 

"(iii)  All  Policy  Framework  Papers  should  articulate  the 
principal  poverty,  economic,  and  social  measures  that  the  bor- 
rowing nation  needs  to  address,  and  this  portion  of  the  Policy 
Framework  Paper  (or  a  summary  thereof  that  includes  specific 
measures  and  timing)  should  be  made  available  when  the  Policy 
Framework  Paper  is  submitted  to  the  Executive  Directors  of 
the  Bank  and  of  the  Fund  for  consideration. 

"(iv)  In  considering  whether  to  allocate  resources  of  the 
Fund  to  a  borrower,  the  Fund  should  take  into  consideration 
the  nature  of  the  program  and  commitment  of  the  borrower 
to  address  the  issues  referred  to  in  clause  (iii). 

"(v)  The  Fund  should  establish  procedures  to  enable  the 
Fund  to  cooperate  with  the  Bank  in  evaluating  the  effectiveness 
of  the  measures  referred  to  in  clause  (iii),  at  the  levels  of 
policy,  project  design,  monitoring,  and  reporting,  in  the  inter- 
national financial  institutions  and  in  the  borrowing  nations. 

"(B)(i)  The  Fund  should  be  encouraged  to  make  further 
progress  toward  environmentally  sound  policies  and  programs. 

"(ii)  The  Fund  should  incorporate  environmental  consider- 
ations into  all  Fund  programs,  including  consultations  under 
article  IV  of  the  Articles  of  Agreement  of  the  Fund. 

"(iii)  The  Fund  should  be  encouraged  to  support  the  efforts 
of  nations  to  implement  systems  of  natural  resource  accounting 
in  their  national  income  accounts. 

"(iv)  The  Fund  should  be  encouraged  to  assist  and  cooperate 
fully  with  the  statistical  research  being  undertaken  by  the 
Organization  for  Economic  Cooperation  and  Developr-'^nt  and 
by  the  United  Nations  in  order  to  facilitate  developr.  ;nt  and 
adoption  of  a  generally  applicable  system  for  taking  account 
of  the  depletion  or  degradation  of  natural  resources  in  national 
income  accounts. 

"(v)  The  Fund  should  be  encouraged  to  consider  and  imple- 
ment, as  appropriate,  revisions  in  its  national  income  reporting 
systems  consistent  with  such  new  systems  as  are  of  general 
applicability. 

"(2)  Policy  audits. — (A)  The  Fund  should  conduct  periodic 
audits  to  review  systematically  the  policy  prescriptions  rec- 
ommended and  required  by  the  Fund  in  the  areas  of  poverty 
and  the  environment. 

"(B)  The  purposes  of  such  audits  would  be — 

"(i)  to  determine  whether  the  Fund's  objectives  were 

met;  and 
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"(ii)  to  evaluate  the  social  and  environmental  impacts 

of  the  implementation  of  the  policy  prescriptions. 

"(C)  Such  audits  would  have  access  to  ail  ongoing  programs 
and  activities  of  the  Fund  and  the  abiUty  to  review  the  effects 
of  Fund-supported  programs,  on  a  country-by-country  basis, 
with  respect  to  poverty,  economic  development,  and  environ- 
ment. 

"(D)  Such  audits  should  be  made  public  as  appropriate 
with  due  respect  to  confidentiahty. 

"(3)  Ensuring  poucy  options  that  increase  the  produc- 
tive PARTICIPATION  OF  THE  POOR. — ^The  Fund  should  establish 
procedures  that  ensure  the  focus  r"  '  iture  economic  reform 
programs  approved  by  the  Fund  on  i.  jhoy  options  that  increase 
the  productive  participation  of  the  poor  in  the  economy. 

"(4)  Public  access  to  information. — (A)  The  Fund  should 
establish  procedures  for  pubhc  access  to  information. 

"(B)  Such  procedures  shall  seek  to  ensure  access  of  the 
public  to  information  while  paying  due  regard  to  appropriate 
confidentiality. 

"(C)  Policy  Framework  Papers  and  the  supporting  docu- 
ments prepared  by  the  Fund's  mission  to  a  country  are  exam- 
ples of  documents  that  should  be  made  public  at  an  appropriate 
time  and  in  appropriate  ways. 

"(b)  Progress  Report. — Each  annual  report  of  the  National 
Advisory  Council  on  International  Monetary  and  Financial  Policies 
shall  describe  the  following: 

"(1)  The  actions  that  the  United  States  Executive  Director 
and  other  officials  have  taken  to  convince  the  Fund  to  adopt 
the  proposals  set  forth  in  subsection  (a)  through  formal  ini- 
tiatives Defore  the  Board  and  management  of  the  Fund,  through 
bilateral  discussions  with  other  member  nations,  and  through 
any  further  quota  increase  negotiations. 

"(2)  The  status  of  the  progress  being  made  by  the  Fund 
in  implementing  the  proposals  set  forth  in  subsection  (a). 
"(c)  Study. — ^The  Secretary  of  the  Treasury  shadl  instruct  the 
United  States  Executive  Director  to  the  Fund  to  urge  the  Fund — 

"(1)  to  explore  ways  to  increase  the  involvement  and  partici- 
pation of  important  ministries,  national  development  experts, 
environmental  experts,  free-market  experts,  and  other  legiti- 
mate experts  £md  representatives  from  the  loan-recipient  coun- 
try in  the  development  of  Fund  programs;  and 

"(2)  to  report  on  the  status  of  Fund  efforts  in  this  regard.". 

SEC.  1003.  REDUCTION  OF  MIUTARY  SPENDIN  ;  AND  PROMOTION  OF 
LONG-TERM  SUSTAINABLE  ECONOMIC  GROWTH  BY 
DEVELOPING  NATIONS. 

The  Bretton  Woods  A^eements  Act  (22  U.S.C.  286  and  fol- 
lowing) is  amended  by  adding  after  the  sections  added  by  sections 
1001  and  1002  of  this  Act  the  following: 

"SEC.  60.  MEASURES  TO  REDUCE  MIUTARY  SPENDING  BY  DEVELOP-     22  USC  286mm. 
ING  NATIONS. 

"(a)  Development  by  the  Fund  of  Means  to  Measure  Mili- 
tary Spending. — 

"(1)  Position  of  the  united  states. — The  United  States 
Executive  Director  of  the  Fund  shall  use  the  voice  and  vote 
of  the  United  States  to  urge  the  Fund,  in  consultation  with 
the  Bank,  to  continue  to  develop  an  economic  methodology 
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to  measure  the  level  of  military  spending  by  each  developing 
country. 

"(2)  Progress  report  to  the  congress. — No  later  than 
1  year  after  the  date  of  the  enactment  of  this  section,  the 
Secretary  of  the  Treasury  shall  submit  to  the  Committee  on 
Banking,  Finance  and  Urban  Affairs  of  the  House  of  Rep- 
resentatives and  the  Committee  on  Banking,  Housing,  and 
Urban  Affairs  and  the  Committee  on  Foreign  Relations  of  the 
Senate  a  report  on  the  status  of  the  development  by  the  Fund 
of  a  workable  economic  methodology  to  measure  military  spen  - 
ing  by  developing  countries. 

"(b)  AN>njAL  Reports  by  Fund  on  Levels  of  Military  Spend- 
ing.— The  United  States  Executive  Director  of  the  Fund  shall  use 
the  voice  and  vote  of  the  United  States  to  urge  the  Fund,  beginning 
with  1994,  to  provide  the  Executive  Board  of  the  Fund  with  annual 
reports  stating  the  estimate  by  the  Fund  of  the  level  of  military 
spending  by  each  developing  country  in  the  immediately  preceding 
calendar  year  (or,  with  respect  to  developing  countries  whose  fiscal 
years  are  not  calendar  years,  in  the  most  recently  completed  fiscal 
year  of  the  developing  country),  not  later  than  the  date  of  the 
annual  fall  Interim  and  Development  Committee  meetings. 

"(c)  Analysis  and  Assessment  of  Military  Spending  To  Be 
Included  in  Article  IV  Consultations  by  the  Fund. — The 
United  States  Executive  Director  of  the  Fund  shall  use  the  voice 
and  vote  of  the  United  States  to  urge  the  Fund,  beginning  no 
later  than  the  date  of  the  first  report  provided  as  described  in 
subsection  (b),  to  include  in  every  article  FV  consultation  with 
a  developing  country  an  analysis  of  the  level  of  military  spending 
by  the  developing  country  in  the  immediately  preceding  calendar 
year  (or,  with  respect  to  developing  countries  whose  fiscal  years 
are  not  calendar  years,  in  the  most  recently  completed  fiscal  year 
of  the  developing  country).". 

SEC.   1004.  SUPPORT  FOR  MACROECONOMIC  STABILIZATION  IN  THE 
INDEPENDENT  STATES  OF  THE  FORMER  SOVIET  UNION. 

(a)  In  General. — In  order  to  promote  macroeconomic  sta- 
bilization and  the  integration  of  the  independent  states  of  the 
former  Soviet  Union  into  the  international  financial  system, 
enhance  the  opportunities  for  trade,  improve  the  climate  for  foreign 
investment,  and  strengthen  the  process  of  transformation  of  the 
former  socialist  economies  into  free  enterprise  systems  and  thereby 
progressively  enhance  the  well-being  of  the  citizens  of  these  states, 
the  United  States  should  in  appropriate  circumstances  take  a  lead- 
ing role  in  organizing  and  supporting  multilateral  efforts  at  macro- 
economic  stabilization  and  debt  rescheduling,  conditioned  on  the 
appropriate  development  and  implementation  of  comprehensive  eco- 
nomic reform  programs. 

(b)  Currency  Stabilization. — In  furtherance  of  the  purposes 
and  consistent  with  the  conditions  described  in  subsection  (a),  the 
Congress  expresses  its  support  for  United  States  participation,  in 
sums  of  up  to  $3,000,000,000,  in  a  currency  stabilization  fund 
or  funds  for  the  independent  states  of  the  former  Soviet  Union. 

(c)  Study  of  the  Need  for  and  Feasibility  of  a  Currency 
Stabilization  Fund  for  Ukraine. — The  Secretary  of  the  Treasury 
shall  instruct  the  United  States  Executive  Director  of  the  Inter- 
national Monetary  Fund  to  use  the  voice  and  vote  of  the  United 
States  to  urge  the  Fund  to  conduct  a  study  of  the  need  for  and 
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feasibility  of  a  currency  stabilization  fimd  for  Ukraine,  and,  if 
it  is  found  that  such  a  fund  is  needed  and  is  feasible,  which 
considers  and  makes  recommendations  with  respect  to  the  economic 
and  poUcy  conditions  required  for  the  success  of  such  a  fund. 

SEC.  1005.  ROLE  OF  THE  INTERNATIONAL  FINANCE  CORPORATION  IN 
SUPPORTING  ECONOMIC  RESTRUCTURING  IN  THE 
INDEPENDENT  STATES  OF  THE  FORMER  SOVIET  UNION. 

The  International  Finance  Corporation  Act  (22  U.S.C.  282- 
282k)  is  amended  by  adding  at  the  end  the  following: 

"SEC.  15.  AUTHORITY  TO  VOTE  FOR  CAPITAL  INCREASES  NECESSARY     22  USC  282in. 
TO      SUPPORT     ECONOMIC     RESTRUCTURING      IN     THE 
INDEPENDENT  STATES  OF  THE  FORMER  SOVIET  UNION. 

"The  United  States  Governor  of  the  Corporal  jr  may  vote  in 
favor  of  any  increase  in  the  capital  stock  of  the  Corporation  that 
may  be  needed  to  accommodate  the  requirements  of  the  independent 
states  of  the  former  Soviet  Union  (as  defined  in  section  3  of  the 
Freedom  for  Russia  and  Emerging  Eurasian  Democracies  and  Open 
Markets  Support  Act  of  1992).". 

SEC.  1006.  AUTHORITY  TO  AGREE  TO  AMENDMENTS  TO  THE  ARTICLES     22  USC  282n. 
OF  AGREEMENT  OF  THE  INTERNATIONAL  FINANCE  COR- 
PORATION. 

The  International  Finance  Corporation  Act  (22  U.S.C.  282- 
282k)  is  amended  by  adding  after  the  section  added  by  section 
1005  of  this  Act  the  following: 

"SEC.  16.  AUTHORITY  TO  AGREE  TO  AMENDMENTS  TO  THE  ARTICLES 
OF  AGREEMENT. 

"The  United  States  Governor  of  the  Corporation  is  authorized 
to  agree  to  amendments  to  the  Articles  of  Agreement  of  the  Cor- 
poration that  would — 

"(1)  amend  Article  II,  Section  2(cXii),  to  increase  the  vote 
by  which  the  Board  of  Governors  of  the  Corporation  may 
increase  the  capital  stock  of  the  Corporation  irom  a  three- 
fourths  majority  to  a  four-fifths  majority;  £md 

"(2)  amend  Article  Vll(a)  to  increase  the  vote  by  which 
the  Board  of  Governors  of  the  Corporation  may  amend  the 
Articles  of  Agreement  of  the  Corporation  from  a  four-fifths 
majority  to  an  eighty-five  percent  majority.". 

SEC.  1007.  REPORT  ON  DEBT  OF  THE  FORMER  SOVIET  UNION  HELD     22  USC  5812 
BY  COMMERCIAL  FINANCIAL  INSTITUTIONS.  note. 

The  Secretary  of  the  Treasury,  using  informat  n  available 
from  the  International  Monetary  Fund,  the  Interne  ional  Bank 
for  Reconstruction  and  Development,  and  other  appropriate  inter- 
national fin£uicial  institutions,  shall  report  to  the  Congress,  not 
later  than  one  year  after  the  date  of  enactment  of  this  Act,  on 
the  debt  incurred  by  the  former  Soviet  Union  that  is  held  by 
commercial  financial  institutions  outride  the  independent  states 
of  the  former  Soviet  Union  that  are  obligated  on  such  debt. 

SEC.  1008.  EIUMAN  RIGHTS. 

(a)  ADVANCEMENT  OF  HUMAN  RIGHTS  THROUGH  THE  IMF  AND 

EBRD. — Section  701(a)  of  the  International  Financial  Institutions 
Act  (22  U.S.C.  262d(a))  is  amended  by  striking  "and  the  African 
Development  Bank,"  and  inserting  "the  Afirican  Development  Bank, 
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the  European  Bank  for  Reconstruction  and  Development,  and  the 
International  Monetary  Fund,". 

(b)  Accounting  for  Americans  Missing  in  Action  Consid- 
ered IN  Assessing  Human  Rights  in  the  Independent  States. — 
Section  701(b)(4)  of  such  Act  (22  U.S.C.  262d(b)(4))  is  amended 
by  inserting  "Russia  and  the  other  independent  states  of  the  former 
Soviet  Union  (as  defined  in  section  3  of  the  Freedom  for  Russia 
and  Emerging  Eurasian  Democracies  and  Open  Markets  Support 
Act  of  1992),"  after  "Laos,". 

Reports  SEC.   1009.  MULTILATERAL     INVESTMENT     GUARANTEES     FOR     THE 

independent  states  of  the  FORMER  SOVIET  UNION. 

Not  later  than  60  days  after  the  date  of  enactment  of  this 
/  :t.  the  United  States  Director  of  the  Multilateral  Investment 
C  aarantee  Agency  shall  transmit  to  the  Congress  a  report 
analyzing — 

(1)  the  investments  in  the  independent  states  of  the  former 
Soviet  Union  which  have  been  guaranteed  by  the  Agency;  and 

(2)  the  demand  for  investment  guarantees  of  the  type  pro- 
vided by  the  Agency  for  investments  in  the  independent  states. 

Approved  October  24,  1992. 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  address  the  Connmittee  on  the 
matter  of  the  nomination  of  Mr.  Lawrence  Summers  to  be  Undersecretary  of  the 
Treasury  for  International  Affairs. 

My  colleagues  and  I  at  The  Development  GAP  worked  extensively  as  consultants 
in  the  World  Bank  during  the  1970s,  demonstrating  in  the  field  how  to  support 
sustainable,  equitable  and  more  self-reliant  development  at  local  levels.  Over  the  past 
decade,  however,  we  have  joined  colleagues  around  the  world  in  fighting  policies  of 
indiscriminate  economic  liberalization  pushed  by  the  Bank  and  IMF  because  of  the 
highly  negative  impact  these  have  had  on  the  people  and  the  environments  of  the  South. 

Mr.  Summers'  record  at  the  Bank  as  its  Chief  Economist  must  be  examined  in 
cormection  with  the  promotion  of  these  policies.  The  attention  paid  to  his  suggestion  in 
his  now  infamous  memo  that  toxic  waste  be  dumped  in  developing  countries  has 
overshadowed  the  deeper  significance  of  his  work  at  the  Bank.  Consistent  with  the 
memo's  arguments  in  favor  of  toxic  dumping,  Mr.  Summers  and  his  fellow  Bank 
economists  have  advocated,  in  the  form  of  structural  adjustment  programs  in  some  75 
countries,  unregulated  economic  activity  regardless  of  its  devastating  social  and 
environmental  impact  and  the  economic  and  political  polarization  it  has  wrought.  While 
Mr.  Summers  has  disavowed  his  comments  propo.'.ing  toxic-waste  dumping  in  the  Third 
World,  he  has  yet  to  renounce  the  trickle-down  economic  policies  of  the  Bank  that  have 
even  more  dire  consequences. 

In  his  memo,  Mr.  Summers  recognized  that  the  arguments  against  dumping 
pollution  on  the  people  of  developing  countries  ~  "intrinsic  rights  to  certain  goods, 
moral  reasons,  social  concerns,  lack  of  adequate  markets,  etc."  ~  could  be  used  against 
every  World  Bank  proposal  for  liberalization.  Yet  he  conhnued  to  dump  adjustment 
programs  and  their  tragic  social  and  environmental  fall-out  on  the  people  of  the  South 

Reaction  of  Third  World  Citizen  Groups 

Not  surprisingly,  the  nomination  of  Mr.  Summers  has  incensed  citizen  groups 
across  the  Third  World  because  of  his  record  at  the  Bank.  Many  question  his 
qualifications  to  hold  a  post  in  which  he  would  have  direct  policy  responsibility  for  the 
international  financial  institutions. 

These  organizations  have  reacted  as  much  to  Mr.  Summers'  consistent  promotion 
of  socially  and  environmentally  destructive  structural  adjustment  programs  across  the 
Third  World  as  to  his  infamous  statement  on  toxic-waste  dumping.   To  them,  the  two 
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are  linked  because  they  both  demonstrate  an  insensitivity  to  the  interests  and 
perspectives  of  the  people  of  the  South.  They  question,  as  we  do,  Mr.  Summers'  abilit)' 
to  put  aside  his  personal  views  and  carry  out  a  full  and  objective  evaluation  of  the 
economic-reform  programs  of  the  World  Bank  and  the  International  Monetary  Fund. 

But  beyond  matters  of  policy,  there  is  the  equally  troubling  problem  of  the  public 
perception  of  the  Clmton  Adrrurustration  both  here  and  abroad.  While  we  have 
communicated  to  our  many  partner  organizations  working  at  grassroots  and  policy 
levels  around  the  world  our  positive  perception  of  the  Clinton  team  as  respectful  of 
common  people  and  their  concerns,  we  have  heard  from  them  a  consistent  refrain  over 
the  past  few  months:  that  they  and  their  constituencies  are  insulted  by  the  inclusion  of 
Mr.  Summers  in  the  Clinton  Administrahon  and  see  it  as  a  sign  that  the  indifference  to 
Third  World  concerns  of  the  past  twelve  years  will  continue.  These  groups  understand, 
as  do  we,  that  Mr.  Summers'  memo  is  indicative  of  deep-seated  attitudes  that  have  been 
reflected  repeatedly  during  his  tenure  at  the  Bank  and  that  would  undoubtedly  affect 
policymaking  in  the  Administration. 

The  international  outrage  over  Mr.  Summers'  appointment  is  captured  in  the 
following  statements  by  citizen  leaders  represenhng  some  of  the  principal  non- 
governmental organizations  (NGOs)  in  Africa,  Asia,  Latin  America  and  the  Caribbean. 
As  representatives  of  these  organizations  are  not  able  to  testify  before  your  Committee, 
we  appreciate  the  opportunity  to  present  the  views  of  these  leaders.  Their  constituencies 
are  voiceless  in  the  confirmation  process,  despite  the  fact  that  they  will  be  affected 
significantly  by  the  actions  of  whomever  assumes  the  responsibilities  of  Treasury 
Undersecretary.  These  groups  call  upon  the  U.S.  Senate  to  reject  the  Summers 
nomination  and  to  conduct  a  thorough  re-examination  of  the  structural  adjustment 
programs  imposed  by  the  Bank  and  IMF.  We  believe  that  the  Committee  needs  to  hear 
and  reflect  upon  these  views  before  it  proceeds  with  a  vote  on  Mr.  Summers' 
confirmation. 

Views  from  Africa,  Asia,  the  Caribbean  and  Latin  America 

Church  leaders  in  Africa  have  been  particularly  vocal  on  Mr.  Summers' 
nomination.  According  to  the  Ail  Africa  Conference  of  Churches,  "[\i]ost  people  in  the 
Third  World  saw  the  election  of  Bill  Clinton  as  a  sign  of  hope. ...[The]  nomination  of 
Lawrence  ^\Tr^r^<=^'^  has,  however,  come  to  them  as  a  shock  and  ha."^  :-'-'>^..rori  rather 
too  soon,  an  element  of  disillusionment..."  The  prestigious  National  Council  of  Churches 
of  Kenya  also  "strongly  opposes"  the  appointment  of  Mr.  Summers  to  the  Treasury  post. 
The  organization's  General  Secretary,  Rev.  Samuel  Kobia,  states  that  'The  structural 
adjustment  policies  (SAPs)  which  Larry  Summers  has  helped  to  formulate  affects  mostly 
the  poor,  women  and  children  in  the  Third  World.  The  SAPs  are  not  a  panacea  to  the 
socio-economic  problems  in  the  South  but  only  add  distress  and  more  burden.  The  one 
cure  that  the  Clinton  Administration  can  give  to  the  Third  World  is  to  revoke  the 
appointment  of  Larry  Summers."  Likewise,  the  Evangehcal  Lutheran  Church  in 
Tanzania,  the  Church  Province  of  Tanzajiia,  the  Moravian  Church  of  Tanzania  and  the 
Christian  Council  of  Tanzania  "...urge  the  U.S.  Senate  not  to  confirm  this  nomination 
because  it  will  diminish  the  hope  we  have  for  Clinton's  government.  The  nomination 
of  Summers  is  not  consistent  with  U.S.  policies  that  are  geared  to  eradicate  misery  in  the 
Third  World." 

Church  leaders  in  the  Caribbean  have  been  equally  troubled  by  Mr.  Summers' 
appointment.  According  to  E.R.  St.  John  Cumberbatch,  General  Secretary  of  the 
Caribbean  Conference  of  Churches,  "The  peoples  of  the  developing  world  eagerly 
anticipated  a  change  after  twelve  years  of  Reagan/Bush  policies,  which  in  many  cases 
have  proved  inimical  to  the  so-called  Third  World...  The  nomination  of  Mr.  Larry 
Summers. ..has  caused  consternation,  since  Mr.  Summers'  record  is  such  as  marks  him 
as  very  unfriendly  to  developing  countries."  The  Caribbean  Policy  Development  Center, 
which  services  NGOs  throughout  the  Caribbean,  states  that  "The  Caribbean,  and  the 
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South  as  a  whole,  has  already  suffered  enormously  from  insensitive  and  ill-advised 
policies  emanating  from  the  IMF,  the  World  Bank,  and  associated  agencies.  During  his 
tenure  at  the  Bank,  Larry  Summers  consistently  blocked  initiatives  to  make  the  Bank 
more  sensihve  to  environmental  and  social  issues  in  its  policies  and  programs."  Peggy 
Antrobus,  who  coordinates  the  Women  and  Development  Institute  at  the  University  of 
the  West  Indies  in  Barbados,  writes  that  the  Summers  appointment  will  "...raise  very 
serious  doubts  in  the  minds  of  informed  citizens  from  the  South  about  the  new 
Administration's  sensitivity  to  issues  of  equity,  human  rights  and  environmental 
sustainability." 

Leonor  Briones,  President  of  the  Freedom  from  Debt  Coalition,  a  grouping  of  over 
250  labor,  community,  environmental  and  business  groups  in  the  Philippines  states:  "To 
us.  Summers  sums  up  the  World  Bank  --  cold,  calculating,  inhuman  --  high  officials  who 
claim  to  represent  freedom  and  democracy  yet  see  Third  World  people  as  third  rate... 
We  want  the  American  government  officials  to  hear  our  say  on  this.  In  a  world  gearing 
for  less  aggression  and  more  cooperation  between  nations.  Summers  is  an  anachronism 
that  deserves  to  be  buried  in  the  toxic  wastebasket  of  history." 

"Tie  opposition  to  Mr.  Summers'  nomination  has  been  parti;  ularly  vigorous  in 
Latin  America.  The  president  of  the  Instituto  Latinoamericano  de  Servicios  Legales 
Alternatives  (ILSA),  which  represents  more  than  3,000  groups  providing  legal  services 
to  low-income  people  in  Latin  America,  claims  that  Summers'  work  at  the  World  Bank 
"...showed  contempt  for  such  key  universal  issues  as  environmental  protection, 
transparency  and  international  accountabibty.  His  standings  on  structural  adjustment 
programs  proved  he  has  no  commitment  to  the  gradual  changes  that  may  protect  the 
standard  of  living  of  Latin  Americans."  In  Chile,  the  President  of  the  Instituto  de 
Ecologia  Politica  asks  the  Senate  to  reject  the  Summers  nomination,  '...which  would  be 
a  sign  that  would  indicate  that  the  era  of  Reagan  and  Bush  is  finished,  [and]  that  there 
exists  a  better  understanding  of  the  needs  of  the  people  in  the  South." 

Humberto  Campodonico  of  the  Centro  de  Estudios  y  Promocion  del  Desarrollo 
(DESCO)  in  Peru  points  out  the  "...contradictory  economic  policies  of  the  Clinton 
Administration.  On  the  one  hand  (at  least  in  theory)  it  attacks  the  old  Reaganomics 
formula  that  the  reduction  of  taxes  for  the  rich  and  the  'free  market'  will  allocate 
resources  in  the  best  way.  Thus,  it  favors  state  'industrial  policies'  so  that  U.S. 
enterprises  can  compete  against  foreign  companies  and  improve  their  productivity. 
Also,  the  Clinton  discourse  advocates  public  spending  to  reconstruct  the  infrastructure 
and  promote  employment.  But,  for  Third  World  countries,  the  nomination  of  Lawrence 
Summers  gives  exactly  the  opposite  formula.  They  keep  the  old  recipe  of 
'Reaganomics'...  Why  the  double  standard?  We  see  this  as  unacceptable  and  we  protest 
vigorously.   For  that  reason  we  oppose  Mr.  Summers'  nomination..." 

Arturo  Gallese,  Executive  Secretary  of  The  Coordinadora  Regional  de 
Investigacicnes  Economicas  y  Sociales  (CRIES),  the  largest  economic-  and  social-policy 
research  network  in  the  Central  American  and  Caribbean  region,  writes  that  "The 
inflexible  structural  adjustment  programs  promoted  by  [the  World  Bank  and  IMF]  have 
provtn  ruinous  to  our  region  over  the  past  twelve  years  of  highly  politicized  Republican 
adnunistrations.  The  fact  that  Mr.  Summers  has  been  an  outspoken  advocate  of  these 
policies,  and  is  the  author  of  unacceptable  opinions  concerning  the  world  environment, 
lea\'es  us  with  the  impression  that  the  possibility  for  a  constructive  shift  in  U.S. 
development  policy  may  be  in  danger." 

Carlos  Heredia,  Director  of  Projects  for  Equipo  PUTBLO,  a  Mexican  NGO  which 
works  with  popular  organizations  in  the  formulation  of  public  policy,  states  that  the 
Summers  appointment  is  "...inconsistent  with  the  pledges  of  Mr.  Clinton  during  his 
electoral  campaign  to  nominate  for  his  work  team  persons  whose  record  has  been 
distir.guished  by  defense  of  the  environment  and  the  promotion  of  sustainable 
development.    We  are  concerned  that  the  U.S.  Administration  designate  for  such  an 
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important  position  a  person  who  has  advocated  structural  adjustment  policies  duringTiTT 
employment  at  the  World  Bank.  Far  from  promoting  the  satisfaction  of  the  basic  needs 
of  the  majority  of  the  population  and  effectively  combatting  poverty,  these  policies  ha-,  e 
resulted  in  an  irrational  use  of  natural  resources  and  a  sharp  concentration  of  wealth  and 
income  in  our  country." 

Mr.  Chairman,  I  would  like  to  submit  for  the  record  the  full  text  of  statements  on 
the  Summers  nomination  from  some  19  groups  in  16  different  countries. 

Conclusion 

With  the  appointment  of  Mr.  Summers,  President  Clinton  has  missed  his  first 
opportunity  to  disavow  the  Third  World  economic  policies  of  the  Reagan  and  Bush 
Administrations  and  to  establish  a  respectful  and  forward-looking  relationship  with  the 
people  of  the  South.  Both  the  Administration  and  Mr.  Summers  himself  have  a  long 
way  to  go  before  those  people,  who  have  suffered  so  much  over  the  past  twelve  ye.^'-s, 
are  convinced  that  the  recent  transfer  of  power  in  Washington  truly  signifies  change. 
The  Clinton  Administration  needs  to  take  seriously  its  commitment  to  support  real 
democracy  in  the  Third  World  by  opening  up  the  economic  policymaking  process  to  the 
ordinary  women  and  men  who  have  paid  the  price  for  the  policies  that  Larr\-  SuH'jrers 
has  come  to  symbolize. 

The  Senate  also  has  its  obligations.  It  must  challenge  Mr.  Summers  and  all  other 
nominees  with  responsibility  for  our  economic  policy  in  the  Third  World  to  develop 
policy  positions  based  on  more  than  economic  theory  and  to  ensure  that  these  policies 
serve  more  than  narrow  financial  interests.  The  policies  must  take  into  account  the  lives 
of  real  people  overseas,  as  well  as  the  broader  interests  of  the  American  public.  If  the 
Senate  should  choose  to  confirm  Mr.  Summers,  it  must  then  take  seriously  its  oversight 
function  of  reviewing  his  work  and  ensuring  that  local  views  are  reflected  in  the  policies 
he  promotes. 

Thank  you,  Mr.  Chairman. 


INTERNATIONAL  REACTION  TO 
THE  NOMINATION  OF  LAWRENCE  SUMMERS 


AFRICA 

The  National  Council  of  Churches  of  Kenya  (NCCK)  strongly  opposes  the  appointment 
of  Mr.  Lawrence  Summers  to  the  post  of  Undersecretary  for  International  Affairs  at  il>e  United 
States  Treasury  ...The  structural  adjustment  "policies  (SAPs)  which  Larry  Summers  has  helped 
to  formulate  affects  mostly  the  poor,  women  and  children  in  the  Third  World.  The  SAPs  are 
not  a  panacea  to  the  socio-economic  problems  in  the  South  but  only  add  distress  and  more 
burden.  The  one  cure  that  the  Clinton  Administration  can  give  to  the  Third  World  is  by 
revoking  the  appointment  of  Larry  Summers. 

Rev.  Samuel  Kobia,  General  Secretary,  National  Council  of  Churches  of  Kenya 


Apart  from  the  crooks  and  violators  of  human  rights,  most  people  in  the  Third  World  saw 
the  election  of  Bill  Clinton  as  a  sign  of  hope  after  decades  of  disenchantment  with  American 
administrations  which  showed  them  only  cynicism.  ..Quite  favorable  reports  have  announced 
"resident  Clinton's  intention  to  make  democratization  th'oughout  the  world  a  major  policy 
,ssue....Much  work  is  going  to  be  done  to  educate,  to  organise,  and  present  the  voice  of 
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vanous  community  groups,  development  organizations,  and  other  citizens  groups  clearly 
calling  for  democratic  processes  in  the  governance  of  their  countries  and  their  lives. ...Such 
groups  throughout  the  world  considered  his  election  as  a  triumph  for  their  own  vision  as 
well.  [The]  nomination  of  Lawrence  Summers  has,  however,  come  to  them  as  a  shock  and 
has  introduced,  rather  tcx>  soon,  an  element  of  disillusionment. 

In  Clinton's  inaugural  address  he  disdained  Washington,  D.C.  because  it  is  "a  place  of 
intrigue  and  calculation".  It  is  hard  to  imagine  a  mind  more  coldly  calculating  than  that 
which  would  advocate,  on  the  basis  of  "impeccable  logic",  that  the  less  developed  countries 
accept  dirty  industries  and  the  dumping  of  toxic  waste  in  their  territory.  The  people  of  the 
Third  World  did  not  miss  the  insult  in  Mr.  Summers'  12  December  1991  memo.  No,  they  will 
be  justified  to  feel  under  direct  threat  if  Mr.  Summers  is  appointed  Undersecretary  for 
Internahonal  Affairs  at  the  U.S.  Treasury. 

Mosi  Kisare,  All  Africa  Conference  of  Churches 

The  nomination  of  Lawrence  Summers  will  certainly  work  to  the  detriment  of  people  as 
they  continue  to  suffer  under  the  structural  adjustment  programmes  designed  by  the  World 
Bank  in  which  Summers  served  as  Chief  Economist.  The  receipt  of  Summers  nomination  is 
thus  bad  news  to  us.  We  urge  the  U.S.  Senate  not  to  confirm  this  nomination  because  it  will 
diminish  the  hope  we  have  for  Clinton's  government.  The  nomination  of  Summers  is  not 
consistent  with  U.S.  policies  that  are  geared  to  eradicate  misery  in  the  Third  World.  We  are 
in  support  of  all  other  NGOs  that  are  opposed  to  Summers  nomination  and  hope  that  the 
Senate  will  revoke  such  a  nomination  in  favor  of  a  progressive  person. 

The  Evangelical  Lutheran  Church  in  Tanzania,  The  Church  Province  of  Tanzania 
The  Moravian  Church  of  Tanzania,  The  Christian  Council  of  Tanzania 


We  have  sincerely,  and  deeply  in  our  heart,  welcomed  Bill  Clinton  as  the  42nd  president 
of  the  U.S.A.  The  day  of  his  inauguration  was  a  day  of  hope.  We  are  sure  that  the 
forthcoming  years  will  witness  a  real  interaction  with  people  in  the  South.  But  how  can  this 
be  possible  with  the  nomination  of  Larry  Summers?  Summers  has  insulted  all  the  South  by 
promoting  dumping  toxic  waste  on  the  people  of  the  South.   And  we  cannot  forget  it. 

Thiemo  Kane,  Federation  des  Associations  du  Touts  pour  le  Developpement,  Senegal 


ASIA 

Lawrence  Summers  stings  the  Filipino  memory.. ..How  can  we  forget  this  World  Bank 
Chief  Economist  who  boldly  stated  that  death  is  no  big  deal  to  us  Third  Worlders  because  we 
have  high  infant  death  rates  anyway?  To  us.  Summers  sums  up  the  World  Bank  --  cold, 
calculating,  inhuman  —  high  officials  who  claim  to  represt.it  freedom  and  democracy  yet  see 
Third  World  people  as  third  rate,  less  developed,  thus  deserving  of  dirt. 

It  is  with  much  surprise  and  pain  that  we  learn  Mr.  Summers  is  going  to  figure  more  in 
Third  World  affairs... .We  do  not  understand  why  Clinton,  a  man  who  is  presumably  for  equal 
rights  and  the  environment,  is  considering  a  racist  responsible  for  policies  that  scorched  the 
earth.  Surely  the  American  concept  of  justice  and  a  clean  environment  is  not  to  dump  all  the 
toxic  waste  in  "less  developed"  countries  such  the  Philippines? 

The  Filipinos  absolutely  oppose  such  a  man  as  Summers  to  influence  American  policy 
over  the  "Third  World".  We  want  the  American  government  officials  to  hear  our  say  on  this. 
In  a  world  gearing  for  less  aggression  and  more  cooperation  between  nations.  Summers  is  an 
anachronism  that  deserves  to  be  buried  in  the  toxic  wastebasket  of  history. 

Leonor  Briones,  President,  Freedom  from  Debt  Coalition,  Philippines 
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THE  CARIBBEAN 

The  peoples  of  the  developing  world  eagerly  anticipated  a  change  after  twelve  years  of 
Reagan/Bush  policies,  which  in  many  cases  have  proved  inirmcal  to  the  so-called  Third 
World.  When  Mr.  Clinton  was  elected  President,  a  huge  sigh  of  relief  was  expelled,  as  people 
began  to  look  forward  to  improved  relationships  and  a  cessahon  of  the  economic  and  political 
measures  which  have  contributed  to  immense  suffering. 

The  nomination  of  Mr.  Larry  Summers.. .has  caused  consternation,  since  Mr.  Summers' 
record  is  such  as  marks  him  as  very  unfriendly  to  developing  countries.  His  infamous  memo 
about  the  dumping  of  toxic  waste  on  countries  o.  the  South  and  his  ultra-conser\'at3ve  posture 
as  Chief  Economist  at  the  World  Bank.. .cannot  be  ignored  or  forgotten.  His  behavior  has  been 
most  offensive  to  peoples  of  developing  nations.  We  feel  sure  that  President  Clinton  was 
unaware  of  this  gentleman's  history  and  that  he  will  not  disappoint  the  peoples  of  the  South 
by  sustaining  this  ill-advised  nomination. 

E.R.  St.  John  Cumberbatch,  General  Secretary,  Caribbean  Conference  of  Churches 


The  appointment  of  Larry  Summers. ..is  a  blow  by  the  Clinton  Administration  against  the 
most  fimdamental  aspirations  of  Third  World  people.  The  Caribbean,  and  the  South  as  a 
whole,  has  already  suffered  enormously  from  insensitive  and  ill-advised  policies  emanating 
from  the  IMF,  the  World  Bank,  and  associated  agencies.  Dunng  his  tenure  at  the  Bank,  Larry 
Summers  consistently  blocked  initiatives  to  make  the  Bank  more  sensitive  to  environmental 
and  social  issues  in  its  policies  and  programs.  How  much  more  will  we  suffer  if  such  a  man 
is  now  given  more  power  by  President  Clinton  to  unleash  his  inhuman  policies  from  a  key 
posihon  within  the  U.S.  Administrarion? 

Mr.  Summers'  contempt  for  the  poor  and  the  peoples  of  the  South  exhibits. ..tendencies 
which  run  counter  to  the  image  of  tolerance,  reccndliation  and  democracy  which  the  Clinton 
Administration  has  tried  to  establish  within  the  United  States  and  abroad.  We  call  on 
President  Clinton  to  revoke  immediately  the  appointment  of  Larry  Summers  to  the  post  of 
Undersecretary  for  International  Affairs  at  the  United  States  Treasury,  and  to  ensure  that  he 
is  not  appointed  to  any  other  post... 

Caribbean  Policy  Development  Center 


I  object  very  strongly  to  Larry  Summers'  appointment  as  Undersecretary  for  International 
Affairs  at  the  U.S.  Treasury,  "nie  international  community  was  shocked  when  Summers' 
memo  about  dumping  toxic  waste  on  the  people  of  the  South  was  released.  He  is  also  known 
for  his  aggressive  promotion  of  structural  adjustment  progran^mes  which  leave  little  room  for 
debate  on  the  impact  of  these  programmes  on  human  or  natural  environments.  I  think  that 
his  appointment  to  this  post  by  the  Clinton  AdmLnistrahon  will  raise  very  serious  doubts  in 
the  minds  of  informed  citizens  from  the  South  about  the  new  Administration's  sensitivity  to 
issues  of  equity,  human  rights  and  environmental  sustainability.  I  certainly  hope  that  the 
Administration  will  reconsider  its  position... 

Peggy  Antrobus,  Women  and  Development  Institute,  University  of  the  West  Indies,  Barbados 

LATIN  AMERICA 

The  entire  network  of  the  Instituto  Latinoamericano  de  Servicios  Legales  Alternatives 
(ILSA)  -  more  than  3,000  groups  providing  legal  services  to  low  income  people  -  is  both 
aware  of  and  concerned  about  the  intended  appointment  of  Mr.  Lawrence  Summers.  Mr. 
Summers  has  demonstrated  in  the  past  little  or  no  concern  for  the  well-being  of  the  vast 
majority  of  our  people.  His  memo  about  dumping  toxic  waste  on  the  people  of  the  South  is 
considered  by  ILSA  as  a  violahon...of  human  rights  and  a  crime  against  our  people.  His  work 
at  'he  World  Bank  showed  contempt  for  such  key  universal  issues  as  environmental 
p  ejection,  transparency  and  international  accountability.  His  standings  on  structural 
adjustment  programs  proved  he  has  no  commitment  to  the  gradual  changes  that  may  protect 
the  standard  of  living  of  Latin  Americans. 
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Wf  can  only  hope  that  our  views  will  serve  the  purpose  of  strengthening  the  domestic 
anci  international  can:\paign  to  prevent  Mr.  Sumn^ers'  appointment  to  the  new  Clinton 
Administration.  Were  Mr.  Summers'  appointment  to  be  confirmed  by  the  Senate  we  and 
other  international  networks  of  NGOs  would  closely  monitor  his  work  and  conduct 
information  and  action  campaigns  whenever  necessary. 

Fernando  Rojas,  President,  ILSA,  Colombia 


it  is  hard  for  us  to  believe  that  a  Democratic  Administration  would  appoint  Lawrence 
Summers  to  a  post  in  the  American  Treasury.  His  ideas  regarding  development  threaten  the 
diances  for  a  better  understanding  between  the  U.S.  Goverrunent  and  the  people  of  the  South. 
We  hope  that  this  serious  mistake  will  be  reconsidered  by  President  Clinton. 

Mana  Clara  Couto  Scares,  Institute  Brasileiro  de  Andlises  Socris  e  Economicas  (IBASE),  Brazil 


With  the  election  of  Bill  Clinton  to  the  Presidency  of  the  U.S.  the  people  of  the  South  had 
hign  txpeclations  concerning  a  highly  needed  change  in  U.S.  policies  regarding  Latm  America 
and  all  the  developing  countries.  However,  the  appointment  of  Larry  Summers  is  a  serious 
dissppointETient.  As  one  of  the  World  Bank's  economists  responsible  for  blocking  any 
progrei,"ive  reform  in  the  areas  of  the  environmental  and  social  consequences  of  the  Bank's 
projeccs  it  is  hard  to  imagine  any  positive  evolution  of  U.S.  policies  under  Clinton.  This  is 
why  we  would  really  appreciate. ..the  U.S.  Congress  rejecting  Larry  Summers'  appointment, 
v.'hich  y.ould  be  a  sign  that  would  indicate  that  the  era  of  Reagan  and  Bush  is  finished,  that 
there  exists  a  better  understanding  of  the  needs  of  the  people  in  the  South  and  that  they  also 
aie  wcKing  on  sustainable  development  in  the  whole  world. 

Manuel  Baquedano,  President,  Institute  de  Ecelogia  Politico,  Chile 

We  have  learned  with  great  concern  that  Lawrence  Sununcrs,  former  Chief  Economist  at 
th^  'A'orld  Bank,  has  been  named  by  the  Clinton  Administration  to  the  post  of  Undersecretary 
tor  International  Affairs  at  the  US  Treasury.  Mr.  Sum.mers  is  widely  known  in  Latin  America 
and  tJ"ic  Triird  World  for  promoting  structural  adjustment  polinp<:  that  have  aeeravated  the 
living  conditions  of  the  poor  in  the  dty  and  in  the  countryside.  Also,  Mr.  Summers  wrote 
unacceptable  declarations  last  year  about  the  dumping  of  toxic  waste  in  the  Third  World 
because  of  a  supposedly  favorable  cost-benefit  advantage  for  these  nations. 

In  tlie  specific  case  of  Peru,  the  World  Bank  has  supported  since  March  1991  the  most 
profound  structural  adjustment  program  in  Latin  America.  Under  this  program,  subsidies  for 
the  poor  have  been  removed;  labor  laws  have  been  modified,  causing  prejudice  to  the 
workers;  tariffs  protecting  industries  have  been  removed,  favoring  the  entry  of  foreign 
merchandise  thus  ruining  local  industries  and  fostering  unemployment;  state  enterprises  have 
been  sold  at  disadvantaged  prices  for  the  state.  All  these  measures. ..have  caused  recession 
and  aggravated  unemployment  and  living  cond-tions.  Mr.  Summers  has  been  responsible  for 
these  policies  in  his  position  as  Chief  Economist  at  the  World  Bank. 

We  would  like  to  point  out  the  contradictory  economic  policies  of  the  Clinton 
Administration.  On  the  one  hand  (at  least  in  theory)  it  attacks  the  old  Reaganomics  formula 
that  the  reduction  of  taxes  for  the  rich  and  the  "free  market"  will  allocate  resources  in  the  best 
vry.  ''"nus,  it  favors  state  "industrial  policies"  so  that  U.S.  enterprises  can  compete  against 
foreign  companies  and  improve  their  productivity.  Also,  the  Clinton  discourse  advocates 
public  spending  to  reconstruct  the  irifrastructure  and  promote  employment.  But,  for  Third 
World  countries,  the  nomination  of  Lawrence  Summers  gives  exactly  the  opposite  formula. 
Tney  keep  the  old  recipe  of  "Reaganomics"....  What  does  this  mean?  That  what  is  good  for 
the  USA  is  not  good  for  Third  World  countries?  Why  the  double  standard?  We  see  this  as 
unacceptable  and  we  protest  vigorously.  For  that  reason  we  oppose  Mr.  Summers' 
noniination... 
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Humberto  Campodonico,  Centra  de  Estudios  y  Promocion  del  Desarrollo  (DE5C0),  Peru 


We  want  to  express  our  disagreement  over  the  appointment  of  Lawrence  Summers. ...Since 
the  Rio  '92  Conference,  Costa  Rica  has  witnessed  new  initiatives  of  mternational  cooperation 
that  are  seeking  to  promote  sustainable  development  and  fight  poverty  and  environmental 
degradation  in  the  Third  World.  We  strongly  believe  that  in  this  pursuit  thie  U.S. 
Government's  position  is  essential.. ..It  must  build  with  our  countries  respectful  and 
cooperative  relationships  in  which  the  preservation  and  educated  management  of  our  natiual 
resources  will  be  a  central  factor. 

[S]ome  European  governments  are  beginning  to  support  in  Costa  Rica. ..the  participation 
of  diverse  popular  groups  in  the  formulation  of  environmental  policies.  The  present  U.S. 
government  has  to  play  a  more  responsible  role.. .on  a  topic  as  crucial  as  cooperation  on 
sustainable  development  in  our  countries. 

Jose  Cazanga,  Centra  de  Capacitacion  para  el  Desarrollo,  Costa  Rica 


The  Coordinadora  Regional  de  Investigad6nes  Econ6micas  y  Sociales  (CRIES)  feels 
compeUed  to  register  deep  concern  over  the  nomination  of  Mr.  Lawrence  Summers.. ..As  the 
largest  economic  and  social  policy  research  network  in  the  Central  American  and  Caribbean 
region,  CRIES  recognizes  the  importance  of  this  post  in  formulating  U.S.  policy  towards  ^he 
World  Bank  and  the  IMF.  The  inflexible  structural  adjustment  programs  promoted  by  these 
organizations  have  proven  ruinous  to  our  region  over  the  past  twelve  years  of  higlily 
politicized  Republican  administrations.  The  fact  that  Mr.  Summers  has  been  an  outspoken 
advocate  of  these  policies,  and  is  the  author  of  unacceptable  opinions  concerning  the  world 
environment,  leaves  us  with  the  impression  that  the  possibility  for  a  constructive  shift  in  U.S. 
development  policy  may  be  in  danger. 

Our  region  desperately  needs  a  break  from  its  recent  past  of  war  and  declining  livinj^ 
standards.  Yet  in  Nicaragua,  after  years  of  war,  economic  policies  designed  by  the  World 
Bank,  the  IMF  and  USAID  have  further  impoverished  the  nation.  In  fact,  in  1993  the 
Niceraguan  GNP  per  capita  is  expected  to  fall  below  that  of  Haiti.  Just  as  President  Clinton 
he  i  .ejected  'trickle  down'  formulas  for  resolving  the  fimdamental  economic  iUs  within  the 
United  States,  many  within  the  region's  governmental,  private  sector  and  non-profit 
communities  now  realize  that  these  inequitable  formulas  are  even  less  capable  of  resolving 
the  dramatic  problems  these  nations  face. 

If  our  region  is  to  avoid  presenting  many  of  the  dilemmas  to  U.S.  policy  now  ovoked  by 
the  Haitian  exodus  of  political  and  economic  refugees,  the  new  administration  must  accept 
the  challenge  to  accompany  its  Southern  neighbors  in  a  realistic  process  of  development  of 
human,  productive  and  environmental  resources.  We  hope  that  President  CLnton  will 
reconsider  the  appointment  of  Mr.  Summers  and  help  construct  a  spirit  of  creativity  and 
cooperation  needed  to  meet  the  challenges  of  the  21st  century  in  our  hemisphere. 

Arturo  Gallese,  Executive  Secretary,  CRIES,  Nicaragua 


The  appointment  of  Larry  Summers  frustrates  the  desires  and  hopes  of  a  people  that 
thought  that,  with  the  arrival  of  President  Clinton  to  power,  changes  would  be  produced  in 
U.S.  policy  towards  our  country,  changes  that  would  signify  halting  in  great  measuie  the 
effeccs  of  structural  adjustment  programs  which  have  conunittc^  an  outrage  against  the  people 
of  our  country.  Summers  is  an  ideologue  and  a  major  offender  on  this  issue,  and  his 
appointment  will  negatively  impact  the  efforts  of  environmental  groups  that  oppose  making 
countries  like  ours  toxic  waste  dumps  for  the  United  States. 
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Narda  Melendez,  Asocmcion  Andar,  Honduras 

The  appointment  of  Mr.  Larry  Sunnmers  is  inconsistent  with  the  pledges  of  Mr.  Clinton 
during  his  electoral  campaign  to  nominate  for  his  work  team  persons  whose  record  has  been 
distinguished  by  defense  of  the  environment  and  the  promotion  of  sustainable  development. 
We  are  concerned  that  the  U.S.  Administration  designate  for  such  an  important  position  a 
person  who  has  advocated  structural  adjustment  policies  during  his  employment  at  the  World 
Bank.  Far  from  promoting  the  satisfaction  of  the  basic  needs  of  the  majority  of  the  population 
and  effectively  combatting  poverty,  these  policies  have  resulted  in  an  irrational  use  of  natural 
resources  and  a  sharp  concentration  of  wealth  and  income  in  our  country. 

Carlos  Heredia,  Equipo  PUEBLO,  Mexico 


STATEMENT  OF  FRIENDS  OF  THE  EARTH  BEFORE  THE 
HODSE  hrt..-Vy>XXTIOVB    SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 
CONCERNING  APPROPRIATIONS  FOR  THE  WORLD  BANK,  IMF,  ASIAN 
DEVELOPMENT  BANK,  INTER-AMERICAN  DEVELOPMENT  BANK,  EXPORT- 
IMPORT  BANK,  UNEP  AND  OTHER  UN  AGENCIES,  BERD,  AND  AID 

March  1,  1993 

I .  Introduction 

Friends  of  the  Earth  is  pleased  to  have  the  opportunity  to 
testify  today  about  a  group  of  international  institutions  that 
ought  to  be  playing  important  roles  in  protecting  the  environment 
and  promoting  sustainable  development.  Unfortunately,  in  spite  of 
excellent  advice  and  recommendations  from  Congress  in  recent  years, 
there  has  been  little  progress  on  the  part  of  the  World  Bank, 
International  Monetary  Fund  and  a  number  of  the  other  institutions 
that  we  will  describe.  For  fiscal  year  1994  we  would  like  to  see  a 
fundamental  shift  in  the  U.S.  foreign  aid  program. 

We  call  on  Congress  to  be  even  more  demanding  on  those 
institutions  that  are  continuing  to  harm  the  environment  and  the 
very  people  they  are  supposed  to  be  helping.  In  some  cases,  this 
will  mean  cutting  the  U.S.  share  of  the  funds  they  have  requested. 
In  others,  it  means  being  more  explicit  in  instructing  U.S. 
representatives  how  to  promote  the  reform  agendas  outlined  in 
previous  laws. 

II.  Overview  of  Failure  at  the  World  Bank 

The  World  Bank  is  widely  viewed  as  an  institution  that  has 
demonstrated  its  inability  to  promote  environmentally  sustainable 
projects.  Its  withholding  of  most  of  the  information  generated  in 
project  preparation,  its  failure  to  provide  for  local  participation 
on  the  part  of  its  putative  beneficiaries,  and  the  poor  quality  of 
its  projects  are  causes  for  deep  concern. 

Two  recent  reports — by  the  Independent  Morse  Commission  on  the 
grotesque  situation  existing  around  the  Narmada  Sardar  Sarovar  Dam 
project,  and  the  Bank's  Vice-President  Willi  Wapenhans — describe  an 
institution  whose  overwhelming  priority  is  to  move  money  quickly, 
whatever  the  price  in  systematic  violation  of  its  environmental, 
economic  and  social  policies.  Mr.  Chairman,  we  submit  that 
profound  changes  are  required  to  make  environmental  quality  and 
social  equity  the  WB's  top  priorities,  rather  than  lending  targets. 
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As  a  start,  the  U.S.  should  seek  G-7  support  for  withholding 
funding  for  IDA,  the  GEF  and  other  World  Bank  affiliates  until  a 
reform  plan  is  in  place  and  operating  successfully.  In  this 
context,  we  urge  that  Congress  outline  a  new  plan  for  changing  the 
nature  and  behavior  of  the  Bank.  The  WB  needs  to  change  its 
direction  and  procedures  to  make  it  possible  to  promote  sustainable 
development  that  is  socially,  environmentally  and  culturally  sound. 

The  US  should  put  forward  an  agenda  for  change  at  the  we  that 
includes  the  following  points: 

*  full  implementation  and  enforcement  of  existing  Bank 
policies  on  environmental  assessment,  forcible  resettlement,  and 
all  substantive  policies,  coupled  with  a  concerted  effort  to  make 
project  quality  and  poverty  alleviation  the  highest  priorities. 
This  should  require  appropriate  benchmarks  and  measures  of  success; 

*  ensure  that  affected  people  and  knowledgeable  NGOs  are 
involved  in  WB  projects  from  the  earliest  planning  to  monitoring 
after  construction,  and  in  structural  adjustment  plans  proposed  by 
the  Bank.  An  indispensable  condition  is  that  affected  populations 
have  full  access  to  information  on  Bank  activities,  as  well  as  the 
general  public  in  member  countries; 

*  revise  national  income  accounts  to  take  into  account  loss 
and  degradation  of  biological  and  natural  capital,  and  the  impact 
of  pollution  on  human  health  and  ecological  systems.  The  Bank 
(along  with  the  International  Monetary  Fund)  should  be  leading  the 
effort  to  develop  new  methodologies  along  these  lines.  This  will 
require  creation  of  a  new  Working  Group  composed  of  experts  from 
other  institutions  and  the  private  sector,  which  we  hope  Congress 
will  endorse  this  year; 

*  empower  women,  through  a  new  commitment  to  investment  in 
resources  for  women,  including  access  to  capital,  land,  education 
and  health  clinics.  Women's  participation  is  essential  in  the 
design,  development  and  implementation  of  programs,  and  women 
should  be  much  better  represented  at  all  levels  of  the  Bank  and 
Fund  hierarchies.  A  related  objective  should  be  to  ensure  (in 
concert  with  other  organizations  and  aid  programs)  that  every  woman 
desiring  family  planning  information,  services,  and  products  is 
provided  with  them; 

*  focus  on  basic  societal  infrastructure  by  investing  mostly 
in  schools,  health  clinics,  clean  water,  sewerage,  justice  systems, 
libraries,  mass  transit,  etc.,  to  prepare  people  and  societies  with 
the  tools  allowing  them  to  live  productive  and  decent  lives; 

*  update  agricultural  policies  to  integrate  environmental 
considerations  into  all  agriculture  sector  lending; 

*  reorient  the  Bank's  energy  portfolio  toward  least-cost 
investments  in  energy  efficiency  and  renewable  energy,  and  develop 
and  implement  a  program  to  fight  global  warming.  Involvement  with 
some  energy  projects  should  be  closed  out,  including  Narmada,  in 
close  consultation  with  the  country  and  .  people  involved  about 
alternatives;  and 

*  create  an  Independent  Appeals  Commission,  which  would  hear 
and  act  on  complaints  of  environmental  and  social  abuses  in 
specific  projects,  and  would  have  full  access  to  p^nv  pro-iect- 

f iles. 

We  would  note  that  the  Development  Committee  has  the  mandate 
to  advise  the  Boards  of  Governors  of  the  World  Bank  and  the  IMF  on 
all  aspects  of  the  transfer  of  resources  to  developing  countries. 
Its  next  regular  meeting  is  in  April,  here  in  Washington.  In  the 
past  the  Development  Committee  has  not  been  a  very  effective  forum 


54 

for^roooting  U.S.  proposals  regarding  reforms  of  the  World  Bank 
and  IMF.  We  urge  that  the  Clinton  Administration  make  it  a  high 
priority  to  use  the  Development  Committee  in  new  ways,  to  lay  the 
foundation  for  change. 

A.  Energy  Lending 

The  World  Bank  approved  funding  for  28  energy  sector  projects 
in  Fiscal  1992.  Appendix  IV  provides  a  breakdown  of  these  28 
projects.  Not  a  single  loan  had  as  its  primary  purpose  the  support 
of  end-use  efficiency  improvements  among  electricity  consumers,  and 
only  a  handful  of  projects  contain  even  small  components  targeting 
efficiency  increases.  Instead,  many  of  the  projects  funded  large 
scale  energy  generation,  including  five  projects  designed  to 
promote  oil  and  gas  development,  seven  projects  to  construct 
thermal  power  plants,  and  five  projects  to  construct  hydropower 
plants.  While  several  loans  were  made  for  "Energy  Efficiency 
Projects,"  these  funds  will  actually  be  used  to  rehabilitate  or 
expand  countries'  generating  and  distribution  capacity  and  not  to 
increase  efficient  energy  end-use  in  those  countries. 

The  World  Bank  has  spent  the  last  six  years  struggling  to 
systemically  incorporate  environmental  concerns  into  its  project 
approval  process,  and,  according  to  The  World  Bank  and  the 
Environment;  Fiscal  1992.  "The  important  events  of  1992  can  be 
thought  of  as  marking  the  transition  from  the  first  phases  [of  this 
process],  one  of  efforts  to  integrate  the  goals  of  environment  and 
development,  to  a  new  phase  in  which  particular  attention  will  be 
given  to  the  implementation  of  these  policies,  so  that  actions  will 
more  consistently  correspond  to  agreed  principles."  However, 
Friends  of  the  Earth's  examination  of  the  energy  sector  projects 
funded  by  the  World  Bank  suggests  that  there  is  no  such  transition. 
In  Fiscal  1992,  as  in  previous  years,  the  vast  majority  of  money 
disbursed  by  the  Bank  as  energy  sector  loans  supported  the 
construction  of  large  fossil  fuel  power  plants  and  dams.  In 
funding  these  projects,  the  Bank  missed  the  opportunity  to  help 
developing  nations  meet  their  power  needs  in  the  most  cost- 
effective  and  environmentally  sound  way  possible:  by  funding 
projects  designed  to  improve  energy  efficiency. 

Many  of  the  loans  are  funding  energy  projects  that  are 
environmental  disasters.  The  Ertan  Hydroelectric  Proiect  in  China 
will  force  30,000  people  out  of  their  homes,  while  elsewhere  in 
China  the  Daguangba  Hainan  Project  will  displace  another  21,400 
people.  Another  World  Bank  loan  will  help  Egypt  fund  the  expansion 
of  the  Kureimat  Thermal  Power  Plant  on  prime  riverfront  land  along 
the  Nile  that  is  now  home  to  five  endangered  species.  The  Malawi 
V  Project  on  the  Shire  River  in  Malawi  will  flood  part  of  the 
Majete  Game  Reserve  that  provides  critical  protected  habitat  to  the 
fifth  largest  elephant  population  in  the  country.  The  Third  Power 
System  Development  Project  in  Thailand  includes  a  dam  that  will 
submerge  60  square  miles  of  diverse  riparian  habitat  and  will  force 
1,500  people  from  their  homes. 

Even  the  projects  with  less  visible  impacts  will  significantly 
affect  the  global  environment.  The  new  thermal  plants  funded  by 
the  World  Bank  will  add  tons  of  greenhouse  gases  and  chemicals  that 
create  smog  and  acid  rain  to  our  atmosphere  each  year.  They  will 
also  generate  solid  wastes  and  effluents  that  can  contaminate 
drinking  water  in  rivers  and  underground  aquifers. 

Improving  energy  efficiency  is  now  widely  accepted  as  the 
cheapest  way  to  meet  increasing  demand  for  electricity.  Pacific 
Gas  and  Electric,  the  largest  private  utility  company  in  the  U.S., 
plans  to  meet  75  percent  of  the  increased  demand  it  will  face  in 
the  next  decade  by  increasing  its  customers'  energy  efficiency. 
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Many  developing  nations  have  the  potential  for  energy  efficiency 
gains  even  greater  than  the  U.S.  because  much  of  their  technology 
base  is  significantly  outdated  and  inefficient.  Efficiency 
improvements  not  only  provide  the  least  cost  means  for  developing 
countries  to  meet  their  growing  energy  needs,  they  also  strengthen 
the  industrial  sector  in  the  developing  world  by  making  its 
industries  more  productive  and  competitive  in  global  markets. 

Improving  energy  efficiency  is  also  the  key  method  of  meeting 
expanding  electricity  demand  that  has  a  positive  impact  on  the 
environment.  Improved  efficiency  allows  an  economy  to  produce  more 
goods  that  people  need  without  requiring  additional  generating 
capacity.  This  conserves  limited  nonrenewable  energy  resources  for 
the  future  and  avoids  impacts  associated  with  thermal, 
hydroelectric,  and  nuclear  power  generation.  In  short,  increased 
efficiency  not  only  leads  to  a  healthier  economy,  but  a  healthier 
environment  as  well. 

The  social  environmental  impacts  of  the  World  Bank's  1992 
energy  portfolio  include  increased  air  pollution;  destruction  of 
very  important  wildlife;  massive  dislocations  of  rural  people; 
habita  for  endangered  species;  degradation  and  destruction  of  free 
flowing  rivers. 

Since  many  developing  nations  already  have  crushing  foreign 
debt  bnr'i'^-c  it  is  critical  that  thev  meet  their  ene'-'^v  needs  in 
the  least  costly  way  possible.  Increasing  efficiency  not  only 
provides  this  least  cost  solution,  it  also  increases  local 
industrial  competitiveness  while  protecting  the  overtaxed  natural 
resources  of  the  developing  world.  Yet  the  World  Bank's  energy 
sector  loans  for  fiscal  year  1992  go  in  precisely  the  opposite 
direction:  they  continue  to  feature  large  scale,  destructive  energy 
generation  projects.  This  policy  will  hurt  the  economic  and 
environmental  health  of  developing  nations,  both  of  which  the  World 
Bank  is  pledged  to  help.  The  developing  world,  the  contributing 
nations,  and  the  global  environment  cannot  afford  the  costs  from 
the  World  Bank's  shortsighted  energy  policy.  It  is  far  past  time 
for  the  Bank  to  dramatically  increase  its  efforts  to  fund  energy 
efficiency  improvements  in  the  developing  world  as  the  primary 
focus  of  its  energy  sector  loans. 

B.  IFC  and  Structural  Adjustment 

Friends  of  the  Earth  would  like  to  call  the  Committee's 
attention  to  two  important  trends  in  MDB  lending:  first,  the 
increase  of  Structural  Adjustment  lending  and  second,  the 
increasing  importance  of  private  sector  lending.  Both  trends  have 
profound  environmental  consequences  and  allow  the  MDBs  to  evade 
considering  their  operations'  long-term  impact. 

As  pressure  builds  on  the  MDBs  to  lend  ever  more  money, 
Structural  Adjustment  loans  are  becoming  more  and  more  common.  For 
example,  in  Central  and  Eastern  Europe,  where  lending  has  boomed  in 
the  last  3  years,  30  percent  of  World  Bank  lending  is  for 
Structural  Adjustment  loans.  In  the  rest  of  the  Bank's  portfolio, 
around  12  percent  is  for  Structural  Adjustment.  Although  these 
loans  may  have  tremendous  long-term  consequences,  the  World  Bank 
does  not  undertake  environmental  assessments  on  the  conditions  that 
it  attaches  to  these  loans.  A  recent  study  by  Robert  Repetto  at 
the  World  Resources  Institute  analyzes  the  effects  of  structural 
adjustment  programs  on  the  Philippines'  environment  and  finds  that 
adjustment  programs  led  to  rapid  liquidation  of  the  country's 
natural  resources.  This  study,  along  with  similar  stories  we  are 
hearing  from  around  the  world,  show  that  the  environmental 
consequences  of  adjustment  programs  must  not  be  ignored. 
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At  the  same  time  that  MDBs  escape  environmental  scrutiny  by 
expanding  structural  adjustment  lending,  they  are  also  escaping  it 
through  their  private  sector  lending.  Industries  are  often 
privatized  as  part  of  the  conditional ity  of  MDB  and  IMF  adjustment 
programs.  These  newly-privatized  bodies  then  become  candidates  for 
loans  from  the  private  sector  arms  of  the  MDBs  such  as  the  IFC  and 

the  Merchant  Banking  division  of  the  EBRD.  This  allows 
environmental  assessments  to  be  evaded.  For  example,  we  believe 
thp  Bio  Bi<-)  d^w  project  in  Chile  (see  below)  would  have  had  areat 
difficulty  passing  the  World  Bank's  regular  environmental 
assessment  procedures.  Now  that  the  Chilean  power  sector  has  been 
largely  privatized  it  has  become  possible  to  channel  funds  to  the 
project  through  the  IFC  without  the  same  environmental  analysis  or 
citizen  involvement  that  would  have  been  required  if  the  IBRD  had 
undertaken  the  project. 

Consequently,  while  this  Committee  has  over  the  years  helped 
propel  the  Banks  to  new  procedures  and  environmental  awareness,  the 

in  lending  seem  to  be  moving  more  and  more  money  outside  the 
channels  where  new  procedures  have  been  established. 

In  1992  the  IFC  took  the  initial  step  to  destroy  the  "Grand 
Canyon"  of  Chile,  by  providing  money  for  the  first  dam  on  the  Bio 
Bio  River.  The  IFC  took  this  action  despite  widespread  opposition 
to  the  project  in  Chile,  despite  litigation  pending  against  the 
project  in  Chile,  despite  the  existence  of  superior  energy 
alternatives,  and  despite  the  fact  that  the  Bio  Bio  River  is  of 
world  heritage  calibre  and  merits  the  highest  level  of 
environmental  protection.  Furthermore,  the  IFC  made  a  mockery  of 
environmental  assessment  when  it  indicated  that  it  would  review  the 
cumulative  impact  of  dams  on  the  river  when  it  proceeds  with 
support  for  the  second  of  six  planned  dams. 

We  are  also  concerned  that  the  IFC  has  loaned  money  for  the 
construction  of  a  dam  in  Belize  which  would  destroy  tropical 
rainforests,  again  without  thorough  environmental  assessment. 

C.  Wapenhans  Report 

The  seriousness  of  the  present  situation  is  verified  by  Mr. 
Willi  Wapenhans,  World  Bank  VP  and  head  of  the  Portfolio  Management 
Task  Force,  in  his  confidential  internal  review  of  World  Bank 
projects.  Specially  appointed  by  World  Bank  president  Lewis 
Preston  to  review  the  Bank's  supervision  of  its  $140  billion  in 
outstanding  loan  disbursements,  Mr.  Wapenhans  has  written  a  damning 
indictment  of  the  declining  trend  in  quality  of  the  Bank's 
portfolio. 

The  problems  that  Probe  International  and  Friends  of  the  Earth 
found  with  the  Three  Gorges  feasibility  study,  and  the  problems  the 
Independent  Review  Team  found  with  the  Sardar  Sarovar  dam  project 
in  India,  Mr.  Wapenhans  found  were  rife  throughout  the  Bank's 
portfolio.  In  this,  he  verifies  the  more  generalized  conclusions 
of  the  Morse  Commission's  Independent  Review  of  Sar.iar  Sarovar. 
Every  director  and  public  official  connected  with  the  World  Bank 
should  read  the  entire  text  of  these  two  documents. 

The  Bank's  pervasive  preoccupation  with  new  lending,  Mr. 
Wapenhans  discovered,  has  resulted  in  a  "promotional  —  rather  than 
objective  —  approach  to  appraisal,"  and  the  Bank's  "reluctance  to 
take  a  firm  stand  with  Borrowers  is  reflected  in  the  prolonged 
survival  of  'problem  projects'."  Borrowers'  non-compliance  with 
legal  covenants  in  loan  contracts  -  especially  financial  ones  -  is, 
as  the  Wapenhans  report  describes  it,  gross  and  overwhelming. 
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More  than  one-third  of  all  World  Bank  projects  are  failing, 
Wapenhans  found,  while  he  described  the  deterioration  in  the  Bank's 
portfolio  performance  as  gradual,  steady  and  pervasive.  "It  is 
easy,"  Mr.  Wapenhans  warned,  "to  become  alarmist  about  these 
trends."  The  study  shows  that  the  bigger  the  project,  the  more 
likely  it  was  to  fail.  Bear  in  mind  that  this  analysis  is  only 
based  on  the  Bank's  economic  criteria.  The  record  would  be  even 
sorrier  if  environmental  and  social  criteria  were  also  honestly 
evaluated. 


D.  Yacyreta  Dam  (Argentina) 

This  project  illustrates  the  folly  of  throwing  good  money 
after  bad.  Having  provided  $460  million  to  this  construction 
boondoggle  in  1979  and  1988  in  prior  loans,  the  Bank  approved 
another  installment  of  $300  million  last  fall  (with  conditions 
which  are  discussed  below) . 

There  is  serious  concern  that  the  dam  will  be  filled  to  a 
height  of  83  meters  above  sea  level  which  would  cause  an  estimated 
50,000  people  to  be  evicted  from  their  homes  and  businesses,  as 
substantial  parts  of  the  cities  of  Posadas  (Argentina)  and 
Encarnacioin  (Paraguay)  are  inundated.  This  reservoir  would 
destroy  or  permanently  alter  four  biologically  distinct  ecosystems, 
including  one  of  the  southernmost  tropical  rainforests  in  South 
America.  Unique  wetland  and  grassland  ecosystems,  riverine 
forests,  and  freshwater  marshes  would  also  be  inundated. 

The  history  of  the  Yacyreta  Project  is  one  of  corruption, 
mismanagement,  and  cost  overruns  with  completion  costs  now 
estimated  at  4  to  6  times  that  of  the  original  estimate.  The 
implementing  agency  Entidad  Binacional  Yacyreta  has  a  huge  debt 
with  arrears  to  contractors  on  the  order  of  $300  million. 
Considering  that  several  billion  more  would  be  needed  for 
satisfactory  completion  of  the  project,  it  is  past  time  to  say 
enough  is  enough;  yet  the  Bank  proceeded  with  another  loan. 

The  project  as  it  proceeds  violates  four  major  World  Bank 
policies:  on  environment,  large  dams,  involuntary  resettlement,  and 
indigenous  peoples.  The  same  mistakes  made  at  the  Narmada  Project 
are  being  repeated  at  Yacyreta. 

Despite  these  serious  concerns,  the  World  Bank  approved  the 
loan  for  Yacyreta,  hoping  that  some  loan  conditions  would  help 
remedy  the  worst  aspects.  Such  exhortation  and  promises  have  been 
made  on  the  Narmada  Project  and  many  other  big  Bank  projects,  but 
when  78%  of  loan  conditions  are  not  complied  with  (as  the  Wapenhans 
Report  Indicated),  there  is  little  prospect  for  a  sound  outcome. 

E.  IDA  Replenishment 

The  U.S.  Government's  Negotiating  Points  for  IDA  10  were  not 
bad,  but  given  the  record  of  IDA  lending  during  the  past  few  years, 
we  don't  think  our  representatives  went  far  enough.  The  NGO 
community  put  forward  a  detailed  set  of  suggestions,  which  are 
attached  as  Appendix  1  to  this  testimony. 

As  the  December  negotiating  session  began.  Friends  of  the 
Earth  called  for  a  moratorium  on  US  funding.  Evidence  of  IDA 
practices  and  projects  in  the  field  has  led  us  to  conclude  that  IDA 
is  not  worthy  of  financial  support  from  U.S.  taxpayers.  The  often 
cited  "progress"  at  the  World  Bank  in  recent  years  has  amounted  to 
little  more  than  exercises  on  paper.  Harmful  IDA  projects  continue 
to  be  pushed  through  the  pipeline. 
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1.  IDA-9  Negotiation 

In  the  IDA-9  negotiations  Deputies  asked  that  IDA  make  poverty 
reduction  central  to  its  focus.  To  that  end,  the  staff  have 
produced  volumes  on  the  topic,  namely  the  Poverty  Policy  Paper,  the 
Operational  Directive  on  Poverty,  and  the  Poverty  Reduction 
Handbook.  In  concert  with  the  IMF,  Policy  Framework  Papers  have 
also  been  churned  out. 

On  the  environment,  IDA-9  Deputies  asked  for  National 
Environmental  Action  Plans  for  all  active  borrowers,  and  more 
application  of  environmental  assessments.  IDA  points  to  these 
plans,  the  revised  Environmental  Assessment  Operational  Directive, 
its  new  Forestry  Policy,  and  the  1992  World  Development  Report  on 
the  environment,  as  proof  of  its  progress  on  the  environment. 

But  writing  tomes  and  making  promises  -  which  anyone  can  do  - 
has  done  nothing  to  stop  IDA  projects  currently  underway  from 
hurting  the  poor  and  their  environment.  Even  worse,  they  have  done 
nothing  to  stop  more  harmful  IDA  projects  from  entering  the 
planning  pipeline  and  getting  approval. 

2.  The  IDA  Record 

The  most  telling  example  of  this  flagrant  gap  between  rhetoric 
and  reality  is  the  Sardar  Sarovar  project  in  India.  This  project 
will  force  over  240,000  people  off  their  land,  causing  untold 
economic,  physical,  social,  cultural,  and  spiritual  hardship.  IDA 
management  has  known  about  this  human  crisis  for  many  years  and  yet 
never  suspended  disbursements  of  the  IDA  credit.  It  is  no  defense 
that  the  credit  was  originally  approved  in  1985,  prior  to  IDA-9  and 
its  poverty  focus.  At  the  time  of  signing,  IDA  projects  were 
subject  to  numerous  policies  which,  had  they  been  rigorously 
applied,  would  have  made  it  virtually  impossible  for  the  project  to 
get  the  green  light. 

Given  that  the  Sardar  Sarovar  Project  was  approved,  IDA  staff 
had  the  duty  to  ensure  that  the  Indian  and  state  governments  abided 
by  the  minimal  conditions  in  the  loan  contract.  When  they  did  not, 
IDA  had  the  duty  to  suspend  disbursements.   It  did  not. 

Some  IDA  Governors  may  say  that  Sardar  Sarovar  Project  is  an 
exception,  but  it  is  not.  The  Independent  Review  Team  concluded 
that  "the  problems  besetting  the  Sardar  Sarovar  Projects  are  more 
the  rule  than  the  exception  to  resettlement  operations  supported  by 
the  Bank  in  India."  The  same  could  be  said  for  numerous  other 
countries.  The  following  projects  -  all  in  the  planning  pipeline 
funded  by  IDA-9  -  illustrate  the  fact  that  IDA  continues  to 
routinely  fund  harmful  projects,  giving  lie  to  its  rhetoric.  Here 
are  some  examples,  which  were  compiled  by  Probe  International 
researchers  in  Canada,  with  whom  FoE  works  closely: 

1.  As  part  of  the  Bangladesh  Flood  Action  Plan  (FAP) .  $115  m. 
of  IDA  funding  is  earmarked  for  the  "River  Bank  Protection" 
project.  The  multi-billion  dollar  FAP  will  attempt  to  tame  the 
highly  mobile  and  silt-laden  Ganges,  Brahmaputra,  and  Meghna  Rivers 
with  the  construction  of  thousand  of  kilometers  of  continuous 
embankments  along  the  lengths  of  the  rivers  to  funnel  water  from 
Nepal  and  India  out  to  the  sea.  If  the  FAP  goes  ahead,  it  will 
displace  five  million  people.  According  to  Mohiuddin  Ahmad,  a 
Bangladeshi  environmentalist,  "the  displaced  people  are  likely  to 
squat  around  urban  centers  joining  the  pool  of  slum-dwellers,  as  no 
investments  are  likely  to  be  made  for  their  rehabilitation  in  the 
near  future." 
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2.  In  China,  IDA  $37  m.  is  slated  for  the  Daauangba 
Multipurpose  Project,  which  will  resettle  about  21,400  people. 

3.  Also  in  China,  $400  m.  of  Bank/IDA  loans  is  in  the  works 
for  the  Xiaolanadi  dam  on  the  Yellow  River,  which  will  require  the 
forcible  resettlement  of  190,000  people. 

4.  In  India,  two  more  loans  worth  US$475  m.  are  in  the  works 
for  the  controversial  Sardar  Sarovar  Projects:  Sardar  Sarovar 
Canals  II  project.  IDA  $150  m./Bank  $225  m. ,  and  the  Narmada  River 
Basin  Development  project.  IDA  $100  m. 

5.  In  Nepal,  a  $115  m.  IDA  loan  is  slated  for  the  Arun  III 
Dam.  According  to  Dipak  Gyawali,  a  Nepali  engineer/economist,  the 
Arun  III  dam  "has  been  propagandized  as  cheap  but  whose  estimated 
cost  is  reaching  the  one  billion  dollar  mark... the  assumptions  that 
have  gone  into  NEA's  [Nepal  Electricity  Authority]  "least  Cost 
Generation  Expansion  Plan",  which  justified  Arun  III,  were 
shamelessly  concocted."  And  USAID  has  warned  that  the  200 
kilometer  access  road,  required  to  construct  the  dam,  could  result 
in  "unregulated  and  illegal  removal  of  marketable  timber  and  other 
forest  products  during  and  after  construction. .. severe  gully 
erosion  can  occur." 

6.  In  Malawi,  the  IDA  $55  m.  Power  V  loan  will  finance,  among 
other  things,  the  Kapichira  Dam.  This  dam  will  destroy  the 
fisheries  on  which  thousands  of  people  depend  for  their  livelihood 
and  their  protein.  It  will  also  flood  part  of  a  game  reserve.  A 
wholly  inadequate  environmental  assessment  was  done  (omitting,  for 
example,  the  need  to  control  soil  erosion  and  the  subsequent 
problem  of  sedimentation) ;  and  the  families  who  will  be  forcibly 
resettled  by  the  dam  have  not  been  informed. 

7.  In  Benin,  the  Adjarala  Hydroelectric  Dam.  IDA  $30  m.  on  the 
Mono  River  will  displace  about  10,000  people. 

8.  In  China,  the  World  Bank's  record  to  date  on  the  Three 
Gorges  Dam  on  the  Yangtze  River  is  worth  considering  briefly. 

o  In  1986  the  Canadian  International  Development  Agency 
financed  a  $14  million  feasibility  study  for  the  Three  Gorges  dam, 
and  the  World  Bank  supervised  the  study  to  ensure  its  soundness. 
The  purpose  of  the  study  was  to  "form  a  basis  for  securing  funding 
from  international  institutions."  The  Canadian  engineers  who 
carried  the  study  out  recommended  that  the  dam  be  built  at  a  height 
that  would  displace  three-quarters  of  a  million  people,  nearly  the 
entire  population  of  Saskatchewan.  The  benefits  of  doing  so 
outweighed  the  costs,  they  claimed. 

o  When  Probe  International  heard  of  the  engineers'  conclusion 
they  and  other  NGOs  were  stunned.  But  NGOs  that  wanted  to  look  at 
the  calculations  were  rebuffed  by  the  World  Bank,  which  refused  to 
provide  a  copy  of  the  Three  Gorges  feasibility  study.  Eventually 
the  bulk  of  the  study  was  made  public  informally. 

o  Probe  contacted  nine  colleagues  from  around  the  world  -  an 
engineer,  an  economist,  a  chemical  limnologist,  and  so  on  -  and 
asked  them  to  go  through  the  feasibility  study  carefully,  to  look 
at  how  CIDA,  the  engineers,  and  the  Bank  had  valued  the  costs  and 
benefits  for  the  millions  of  people  that  would  be  affected.  Their 
findings  were  published  in  the  book  "Damming  the  Three  Gorges:  What 
Dam-Bui  1  dprs  O'-'-'t  Want  You  To  Know"  —  which  has  been  made 
available  to  U.S.  decision  makers. 
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o  V?hat  these  experts  found  was  shocking.  The  feasibility 
study  was  inconsistent,  systeaatically  biased,  and  incomplete.  For 
example,  the  Bank,  CIDA,  and  the  Canadian  engineers  left  500,000 
people  to  live  in  the  active  flood  control  area  around  the 
perimeter  of  the  reservoir,  where  they  would  be  subjected  to 
flooding:  moving  them  would  have  increased  the  project's  costs  by 
20%.  As  for  the  submerged  spillway  bays  -  27  in  all  -  the 
engineers  were  confident  they  could  design,  construct,  and  operate 
them,  even  though  their  discharge  would  be  "well  beyond  the  proven 
world  experience." 

o  When  it  cane  to  predicting  the  dan's  flood  benefits  -  its 
main  purpose  -  the  engineers  used  an  analytically  crude  method 
because  the  data  wasn't  available  to  do  a  proper  hydrodyneunic 
analysis.  Their  seismic  analysis  was  incomplete  and  unjustifiably 
optimistic,  and  as  far  as  we  can  tell  (the  engineers  managed  to 
delete  certain  sections  of  the  feasibility  study  before  releasing 
it  to  Probe),  they  didn't  even  review  the  Chinese  data  on 
sedimentation  before  declaring  the  Yangtze's  massive  silt  load  a 
non-problem. 

o  The  expected  costs  and  benefits  of  this  development  scheme, 
it  appears,  were  based  on  unsubstantiated  engineering  and 
compromised  economics:  costs  were  systematically  underestimated 
and  benefits  overestimated. 

o  The  Three  Gorges  feasibility  study  -  the  first  feasibility 
study  for  a  mega-development  project  ever  released  for  public 
scrutiny  and  independent  peer  review  -  was  supposed  to  be, 
according  to  CIDA  and  the  World  Bank,  the  best  feasibility  study 
ever  done,  a  state-of-the-art  study  to  which  all  others  would 
strive.  But  if  this  was  the  best,  no  wonder  so  many  World  Bank 
projects  are  failing  to  perform  as  planned. 


All  of  these  projects  are  being  instigated,  planned  and/or 
implemented  right  now,  making  a  mockery  of  the  claim  that  the 
conditions  of  the  IDA-9  replenishment  have  made  any  difference  to 
the  environment  or  the  poor. 

Even  if  IDA  did  scrupulously  abide  by  all  its  guidelines  - 
every  policy,  framework  paper,  plan,  report,  operational  directive, 
and  handbook  it  had  ever  produced  -  and  that  is  a  big  if,  IDA  would 
still  be  a  dictatorial  institution.  It  would  still  be  essentially 
unaccountable  to  the  people  whose  lives  are  directly  affected.  The 
people  affected  by  IDA  projects  would  still  not  have  the  final  say 
over  those  projects;  all  the  ultimate  decision-makinq  power  would 
still  reside  in  the  Executive  Directors,  who  do  not  have  to  live 
with  the  consecjuences  of  their  decisions,  and  in  essence  would 
remain  in  the  hands  of  the  World  Bank's  staff,  which  hides  many 
important  details  of  projects  even  from  its  Directors  and 
Governors . 

No  law  of  any  land  can,  apparently,  touch  IDA  or  the  World 
Bank.  People  hurt  by  IDA  projects  cannot  sue  the  institution,  its 
staff,  or  its  Executive  Directors.  They  cannot  sue  when  IDA 
policies  and  guidelines  are  flouted,  nor  when  harmful  projects  are 
approved,  nor  can  they  sue  for  damages  suffered  as  the  direct  and 
proximate  result  of  World  Bank  misfeasance,  non-feasance  and 
malfeasance.  IDA  and  the  World  Bank  are  elusive,  unaccountable, 
and  secretive,  changing  the  tune  to  suit  the  mood  of  the  day:  the 
environment  one  year,  the  poor  the  next. 

Legal  immunities,  the  Articles  of  Agreement,  the  procedures 
for  amending  those  articles,  the  voting  structure  of  the  Board  of 
Executive  Directors,  the  multilateral  nature  of  the  Bank  and  the 
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demands  of  diplomacy  that  flow  from  that  nature,  and  the  coinciding 
interests  of  member  governments  at  the  expense  of  their  peoples, 
all  have  helped  make  democratization  of  the  World  Bank  an  illusion. 

World  Bank  guidelines  indicate  a  deeply  embedded  notion  that 
experts  know  what  "development"  is  better  than  the  billions  of 
people  in  the  Third  World  do.  The  guidelines  in  the  Bank's 
"Directive  on  Involuntary  Resettlement"  are  particularly  insidious: 
these  guidelines  are  based  on  the  fundamentally  flawed  premise  that 
it  is  right  and  proper  for  the  Bank  and  its  borrower  governments  to 
violate  the  property  rights  of  Third  World  citizens  in  the  name  of 
progress  and  the  national  interest. 

The  livelihoods  and  environments  destroyed  because  of  this 
authoritarian  attitude  are  incalculable:  just  a  sample  of  the  World 
Bank  hydro  dams  for  which  we  have  numbers  indicate  over  1.5  million 
people  were  forcibly  displaced,  most  without  proper  compensation. 
At  least  another  half-million  are  slated  to  lose  their  land  to 
hydro  dams  and  other  projects  now  in  the  World  Bank's  pipeline. 

The  consequences  of  forced  resettlements  cannot  be 
underestimated.  Eminent  anthropologist  Thayer  Scudder  calls  forced 
resettlement  the  worst  thing  you  can  do  to  a  people,  next  to 
killing  them.  What  should  be  unthinkable  has  become  routine,  and 
the  World  Bank's  "Directive  on  Involuntary  Resettlement"  has  become 
an  instrument  in  a  dreadful  form  of  institutionalized  abuse. 

The  guidelines  in  the  "Directive  on  Environmental  Assessment" 
also  reject  the  right  of  those  hurt  by  a  project  to  negotiate  with 
its  proponents,  and  to  ultimately  decide  whether  a  project 
proceeds.  Affected  parties  have  no  right  to  see  project  documents, 
nor  to  examine  and  challenge  the  often  compromised  interests  of  the 
proponents.  The  Bank's  "Directive  on  Disclosure  of  Information" 
instructs  World  Bank  staff  to  consider  who  is  requesting  the 
information,  their  reason  for  seeking  the  information,  and  the 
purpose  to  which  it  would  be  put,  before  releasing  that 
information. 

3.  The  NGO  Response  to  the  IDA  Record 

During  the  past  few  years,  grassroots  groups  in  the  Third 
World  have  started  getting  the  information  out  to  their 
counterparts  in  the  North.  Those  counterparts  have  tended  to  be 
not  the  traditional  development  NGOs,  but  environmental  and 
indigenous-rights  groups.  These  activists  didn't  have  a  history 
with  the  World  Bank.  They  weren't  in  awe  of  the  Bank  and  they 
weren't  impressed  by  what  they  saw.  The  Bank  was  treating  Third 
World  people  and  their  environments  in  ways  that  would  never  be 
tolerated  in  the  Northern  countries,  in  ways  that  would  land 
Northern  governments  in  court,  or  bring  people  out  on  the  streets 
in  opposition.  These  activists,  working  together  with  southern 
grassroots  groups,  started  exposing  the  evidence  and  demanding 
justice  from  the  Bank. 

For  many  years  Friends  of  the  Earth  and  its  partners  have  been 
working  with  citizens  groups  from  around  the  world  to  stop 
environmentally  disastrous  projects  financed  by  the  World  Bank.  For 
ten  years  we  have  been  accumulating  more  and  more  evidence  of 
environments  destroyed  and  economies  undermined  by  World  Bank 
loans. 

This  growing  worldwide  movement  of  groups  has  made  a  sincere 
and  concerted  effort  to  reform  the  World  Bank.  Countless  petitions 
have  been  collected,  endless  meetings  held,  regular  telephone  calls 
made,  proposals  for  disclosure  of  information  and  environmental 
reviews  submitted,  and  demands  made  to  shift  the  decision-making 
power  to  the  citizens  who  must  pay  for  World  Bank  activities  with 
their  environments  and  their  economies.  The  U.S.  Congress  has  been 
an  honest  partner  in  this  effort,  on  a  bipartisan  basis. 


67-167  0-93-3 


62 

Now,  on  reviewing  the  past  decade,  and  especially  in  light  of 
the  extraordinary  events  surrounding  the  Sardar  Sarovar  dam  project 
in  India,  we  regretfully  conclude  that  these  global  efforts  have 
failed.  While  some  changes  have  occurred  at  the  World  Bank  as  a 
result  of  this  unprecedented  attention  to  its  activities,  we 
believe  these  changes  have  been  superficial.  They  have  failed  to 
make  the  World  Bank  an  instrument  of  good  government  and  have 
failed  to  stop  harmful  projects  from  being  approved. 

We  have  succeeded  at  only  one  thing.  After  years  of 
experience  with  the  day-to-day  operations  and  decisior-inakinq 
procedures  of  the  Bank,  the  public  today  is  better  informed  about 
World  Bank  operations  than  at  any  other  time  in  its  history.  What 
we  have  learned  suggests  that  the  World  Bank  is  not  reformable. 
Changes  in  response  to  the  criticisms  leveled  against  the  Bank  have 
been  toothless  and,  ultimately,  largely  irrelevant.  Additional 
environmental  staff  have  been  relatively  powerless  to  change  the 
actual  outputs  of  the  institution. 

The  annual  environmental  report  is  nothing  more  than  a 
public-relations  document,  and  one  that  embarrasses  the  Bank  rather 
than  redeeming  it.  The  first  report  claimed  that  the  notorious 
Polonoroeste  project,  which  was  responsible  for  massive  destruction 
of  the  Amazon  rainforest,  wasn't  all  bad  because  it  helped  to  raise 
public  consciousness  about  the  need  to  protect  the  Amazon. 

The  billion-dollar  Global  Environment  Facility  (GEF) ,  now 
housed  at  the  World  Bank,  is  a  blatant  attempt  to  buy  environmental 
respectability  for  the  Bank  while  the  Bank  continues  to  allocate 
its  current  $20  billion  annual  budget  on  environmentally  and 
socially  destructive  projects. 

The  Bank  implies  that  its  environmental  problems  are  trivial. 
It  portrays  them  as  something  that  Northern  NGOs  are  irrationally 
preoccupied  with,  as  something  that  can  be  fixed  by  operational 
directives,  by  a  World  Development  Report,  or  by  a  "Green  Fund", 
In  fact,  the  Bank's  environmental  woes  are  just  the  tip  of  a  very 
big  iceberg,  and  the  environmental  scrutiny  to  which  the  Bank  has 
been  subjected  over  the  past  decade  is  forcing  the  truth  to 
surface. 

Widespread  and  unrelenting  evidence  of  environmental  and 
social  harm  caused  by  the  Bank,  growing  evidence  of  financial 
mismanagement,  and  the  experience  of  the  past  few  years  have 
demonstrated  to  citizens  around  the  world  that  the  World  Bank  does 
not  operate  with  the  accountability  that  make  public  institutions 
legitimate  and  that  foster  sustainable,  constructive  development. 

But  it  is  the  Bank's  response  to  the  crisis  in  the  Narmada 
River  valley  which  is  so  revealing  and  which  must  guide  policy 
makers  now.  Despite  the  overwhelming  evidence  that  the  Bank  should 
withdraw  from  Sardar  Sarovar,  and  despite  opposition  from  the 
Canadian,  American,  Japanese,  German,  Australian,  and  Norwegian 
executive  directors,  the  World  Bank's  Board  voted  to  accept  the 
staff's  business-as-usual  approach. 

The  message  to  us,  as  the  taxpayers  who  keep  the  Bank  going, 
is  clear:  As  the  U.S.  Executive  Director  to  the  Bank  said,  it  sends 
a  signal  that  "no  matter  how  egregious  the  situation,  no  matter  how 
flawed  the  project,  no  matter  how  many  policies  have  been  violated, 
and  no  matter  how  clear  the  remedies  prescribed,  the  Bank  will  go 
forward  on  its  own  terms." 

4.  Present  Position  of  Friends  of  the  Earth 

For  all  these  reasons  Friends  of  the  Earth  calls  upon  the  U.S. 
Congress  not  to  agree  to  fund  IDA-10.  To  the  extent  that  there  are 
elements  of  IDA'S  lending,  such  as  its  "Population,  health  and 
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nutrition"  and  "Education"  projects  -  currently  19%  of  IDA'S  budget 
-  are  doing  valuable  things  and  are  actually  benefitting  people 
without  harming  them,  those  elements  should  be  covered  through 
direct  bilateral  grants  and  other  forms  of  concessional  aid. 

Although  this  statement  does  not  include  an  evaluation  of 
projects  in  these  categories  -  it  is  worthwhile  noting  that  there 
are  anecdotes  about  universities  being  built  with  no  provision  for 
professors'  salaries,  and  of  libraries  being  built  with  no 
provision  for  books.  In  other  words,  just  because  a  project  falls 
into  the  "Population,  health,  and  nutrition"  and  "Education" 
categories  does  not  necessarily  mean  it  is  a  good  project.  The 
fact  that  IDA  does  fund  the  occasional  benign  project  provides  no 
justification  for  replenishing  IDA  as  the  institution  is  presently 
set  up  and  run. 

It  is  not  as  if  IDA  is  the  only  game  in  town  for  supporting 
development.  Development  that  is  truly  sustainable  -  that  comes 
from,  and  is  for,  the  local  community  -  can  be  financially 
supported  through  a  myriad  of  other  mechanisms.  Local 
cooperatives,  credit  banks  for  the  poor,  like  the  Grameen  Bank, 
small  sums  of  foreign  aid  channeled  through  NGOs,  user  fees  and 
tolls,  savings  bonds,  and  shares,  are  just  some  of  the  ways  that 
communities  around  the  world  finance  projects  and  programs  that 
better  their  lives  in  spite  of  IDA. 


F.  GEF 

Restructuring  of  the  GEF,  a  critical  issue  related  to 
North/South  assistance  that  has  been  addressed  in  UNCED  and  other 
fora,  needs  to  be  completed  at  the  end  of  1993  when  the  GEF's 
current  pilot  phase  comes  to  an  end.  GEF  governance  reform  is 
needed  to  accommodate  the  Climate  and  Biodiversity  Conventions  and 
to  increase  the  GEF's  legitimacy  as  the  world's  principal 
multilateral  mechanism  in  control  of  green  aid  flows.  To  its 
credit,  the  Bush  Administration  took  the  provisions  of  US  law 
seriously,  which  call  for  public  access  to  information  on  GEF 
projects  and  associated  World  Bank  loans,  public  participation  in 
GEF  projects  throughout  the  project  cycle  and  improved  oversight  of 
the  quality  of  GEF  projects  —  benchmarks  which  must  be  met  before 
direct  US  contributions  to  the  GEF  core  fund  can  be  made.  However, 
the  Bush  Administration's  lack  of  strategy  and  political  will  to 
gain  international  support  for  these  vital  issues  and  its  general 
lack  of  environmental  credibility  was  counterproductive. 

An  independent  and  open  evaluation  of  the  GEF  pilot  phase  is 
needed  to  learn  from  its  successes  and  failures  before  decisions  on 
expanding  the  scale  and  scope  of  the  GEF  are  taken.  While  defending 
a  tough  position  on  transparency,  public  participation  and  qua] ity 
control  of  projects,  the  Clinton  Administration  should  actively 
pursue  a  strategy  of  consensus  building  with  other  governments. 
This  will  require  that  the  US  be  ready  to  contribute  its  fair  share 
to  any  global  financial  mechanism  as  soon  as  these  basic  conditions 
are  met.  The  current  lack  of  environmental  leadership  on  a  global 
level  offers  the  Clinton  Administration  a  unique  window  of 
opportunity. 

The  Congress  and  the  Clinton  Administration  should  make  it 
clear  that  independent  of  the  many  possible  governance  mechanisms, 
there  are  two  bottom  line  issues  that  are  non-negotiable: 
Transparency,  access  to  information  and  public  participation  on  the 
one  hand,  and  project  quality  control  on  the  other.  Concrete  US 
initiatives  should  include: 

1)  whatever  voting  mechanisms  the  GEF  will  establish,  projects 
should  only  be  approved  if  there  is  a  very  high  degree  of  consensus 
among  all  parties  represented  (for  example  80%  of  the  vote).  The  US 
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should  call  for  an  independent  and  public  evaluation  of  the  GEF 
pilot  phase,  which  would  look  at  both  the  effectiveness  of  project 
execution  and  monitoring  as  well  as  the  process  whereby  projects 
are  chosen  and  funding  decisions  taken.  The  evaluation  should  also 
examine  the  basic  premises  of  the  GEF  and  its  impact  on  the  main 
body  of  World  Bank  lending,  since  Bank  lending  dwarfs  by  comparison 
the  GEF's  lending  portfolio.  The  US  also  should  call  for  NGO 
observer  status  at  all  meetings  of  GEF  participants;  and 

2)  request  that  the  option  of  making  the  GEF  Secretariat 
independent  of  the  GEF  implementing  agencies  be  seriously  explored 
and  taken  into  consideration. 

Appendix  II  to  this  testimony  contains  the  text  of  an  Open 
Letter  to  GEF  Participants  dated  February  24,  which  provides  more 
details  about  our  critique  and  our  proposals. 


III.  Asian  Development  Bank 

The  record  of  the  ADB  is  in  many  ways  better  than  that  of  the 
World  Bank  and  the  other  regional  banks.  NGOs  have  an  open 
dialogue  with  senior  officials,  and  on  occasion  have  been  able  to 
stop  or  modify  a  project  based  on  direct  meetings  with  officials. 
Having  said  this,  however,  the  Bank  still  has  a  long  way  to  go. 

Since  last  year's  Annual  Meeting  in  May,  there  have  been  two 
official  '"consultations"  between  ADB  staff  and  regional  NGOs. 
Friends  of  the  Earth  has  actively  participated  in  both.  Although 
these  have  not  gone  as  smoothly  as  NGOs  would  have  liked,  the 
consultations  have  afforded  the  chance  to  discuss  a  number  of 
problem  projects,  with  NGOs  from  the  country  in  question  able  to 
come  to  Manila  and  make  a  presentation  to  Bank  officials. 

In  addition  to  the  case  studies,  the  major  issues  that  NGOs 
have  raised  were  as  follows: 

1.  The  Sank  has  to  treat  NGOs  as  equal  partners  in  the  development 
process  end  not  as  extension  agents.  Governments  and  the  Bank  must 
recognize  NGOs  as  civil  institutions  as  responsible  as  the 
government  for  societal  change.  ADB  should  play  an  enabling  role 
in  this  process. 

2.  As  partners,  NGOs  should  work  with  the  government  in  the 
planning  of  ADB  country  programme  and  its  priority  sectors. 

3.  NGOs,  the  government  and  ADB  should  form  a  tripartite  group  that 
meets  regularly  to  formulate  Bank  policy  on  NGOs. 

4.  NGOs  should  be  involved  in  project  design  and  implementation. 

The  general  sentiment  of  the  participants  is  that  nothing 
concrete  happened  during  the  consultation.   ADB ' s  answer  to 
the  i£.sues  raised  by  NGOs  is  the  establishment  of  the  Social 
Dimensions  Unit  and  they  will  study  the  recommendations  made. 

To  its  credit,  however,  ADB  officials,  including  Mr.  In  Yong 
Chung,  Vice  President  (Projects) ,  are  now  stressing  the  importance 
of  an  ongoing  dialogue  between  ADB  and  the  NGOs.  He  said  that  "the 
role  of  NGOs  is  to  motivate  the  people  to  participate.  These  are 
the  areas  we  can  rely  on  you."  He  said  that  they  tried  to 
accomodate  the  issues  raised  by  NGOs  since  1989  and  interpret  them 
into  action.  He  emphasized  the  importance  of  maintaining  our  good 
working  relationship  to  achieve  our  common  goals.  We  appreciate 
this  willingness  to  engage  in  a  constructive  dialogue. 
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Appendix  III  to  this  testimony  is  the  Open  Letter  that  NGOs 
wrote  to  the  President  of  the  ADB,  Kimimasu  Taramizu,  at  last 
year's  Annual  Meeting.   We  still  have  not  received  a  response! 

The  following  summaries  of  three  loans  were  prepared  by 
colleagues  in  Manila  who  are  following  the  ADB's  activities.  They 
offer  food  for  thought  about  the  Bank's  activities.  The  first  is 
an  action  alert  about  a  loan  that  will  be  very  destructi'<'»  and  is 
actively  opposed  by  the  local  communities.  The  second  is  a  model 
small  grant  that  is  based  on  community  needs  and  input.  The  third 
demonstrates  a  project  that  has  both  substantial  benefits  and  some 
problems,  where  the  process  of  dialogue  and  consultation  appears  to 
be  working. 

A.  Masinloc  Coal-Fired  Thermal  Power  Plant 


1 .  Background 

A  600MW  Coal-Fired  Thermal  Power  Plant  Project  of  the  National 
Power  Corporation  (NPC)  in  Masinloc,  Zambales,  is  posing  danger  to 
the  livelihood  of  some  3,000  families  in  Barangay  Bani  and  heavy 
damage  to  the  environment. 

Considered  as  one  of  the  most  controversial  energy  projects  of 
the  government,  the  project  has  been  issued  an  Environmental 
Compliance  Certificate  (ECC)  by  the  Department  of  Environment  and 
Natural  Resources  (DENR)  last  December  18,  1992.  The  said  ECC 
contains  37  conditions  including  one  that  would  require  community 
endorsement  before  construction  takes  place.  Ironically,  the  ECC 
was  issued  despite  NAPOCOR's  inability  to  gain  social  acceptance 
for  the  project.  Meanwhile,  opposition  from  the  local  communities 
heightens  as  the  projected  environmental  and  social  cost  is 
considered  too  high  for  the  people  to  bear. 

Dredging  activities  for  the  power  plant  are  expected  to  cause 
heavy  damage  to  Oyon  Bay,  from  which  milkfish  (bangus)  fry  are 
harvested  as  the  major  source  of  income  to  the  number  of 
fisherfolks  in  Bani.   Oyon  Bay  is  a  productive  estuarine  system 
possessing  significantly  high  species  diversity  to  include 
endangered  blue  corals  and  colonies  of  aquarium  fishes.   The 
damage  is  feared  to  extend  further  to  a  marine  sanctuary  in  San 
Salvador  Island. 

The  major  source  of  freshwater  of  the  nearby  communities  is 
likewise  endangered.   The  projected  freshwater  intake  of  the 
plant  would  dry  up  the  Masinloc  river,  consequently  damaging 
their  irrigation  project  which  services  300  hectares  of  rice 
lands.  One  hundred  six  hectares  of  land  planted  with  century-old 
mango  trees,  which  is  the  primary  source  of  livelihood  of  the 
majority  from  the  marginal  areas,  is  programmed  to  be  cleared. 
This  is  no  less 

than  equivalent  to  physical  and  economical  dislocation  of  the 
farmers  directly  depending  upon  the  land. 

The  experience  of  the  local  communities  witii  the  first  coal 
plant  in  the  country,  the  Calaca  I  Coal-Fired  Taermal  Plant  in 
Batanaas  c.-.'-.nQQi-ed  by  the  NPC,  was  enough  to  just-^'"  t-be  orowina 
concern  and  resistance  to  this  second  project.  As  lands  were  taken 
from  the  farmers,  the  communities'  living  patterns  drastically 
changed.    Dubbed  by  the  Philippine  environmentalists  as  an 
"environmental  fiasco",  Calaca  I  bred  environmental  problems  which 
posed  health  hazards  to  the  communities.   The  effects  of  fly  ashes 
from  coal  combustion  which  contain  carcinogenic  trace  elements  were 
feared  to  have  caused  the  increase  of  the  respiratory  disease 
cases.   Another  cause  of  alarm  for  the  local  residents  was  the 
contamination  of  ground  water  and  soil  by  trace  elements  leached 
from  the  ash  disposal  area. 
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Meanwhile,  as  protest  against  the  project  mounts,  military 
presence  in  the  area  is  notably  increasing.  Presently,  a  Regional 
Special  Action  Force  (RSAF)  is  deployed  within  the  nearby  areas, 
inciting  fear  and  tension  among  the  communities.  Cases  of  threats 
and  harassments  have  been  reported  by  several  vocal  leaders  of 
the  campaign  against  the  power  plant's  construction. 

The  opposition  is  continually  drawing  support  from  the 
Zambales  residents,  local  officials  and  national  environmental 
organizations.   Several  neighboring  municipalities  have  passed 
resolutions  objecting  to  the  construction  of  the  plant.   The 
local  mayor  was  joined  by  majority  of  the  members  of  the 
municipal  council  and  the  provincial  board  in  expressing  their 
resistance  to  the  project.   A  provincial  coalition  against  the 
project  has  been  formed  to  strengthen  and  consolidate  protest 
actions  and  facilitate  information  dissemination  to  the  public. 
To  date,  two  successful  human  barricades  have  already  been  staged 
to  prevent  government  and  NAPOCOR  representatives  from  conducting 
exploratory  work  in  the  area. 

2.  The  Role  of  the  ADB 

These  facts  did  not  deter  the  Philippine  government,  as  the 
major  proponent  of  the  project,  from  securing  financial  support 
from  the  Asian  Development  Bank  (ADB)  for  the  construction  of  the 
600-mw  coal-fed  power  project.  This  is  the  government's  response 
to  the  increasing  power  peak  load  demand  in  the  country.   The 
approval  of  the  loan  for  the  strongly-opposed  project  garnered 
once  again  heavy  criticisms  for  the  ADB. 

In  1989,  the  ADB  approved  a  loan  of  $200  M  under  the  XVI  Power 
Sector  Loan  to  the  Philippines.  This  approval  came  amidst  the 
already  growing  massive  protest  against  the  plant  and  lack  of 
clearance  from  the  DENR.   Part  of  the  conditions  imposed  by  the 
ADB  for  the  effectivity  of  the  loan  were  the  issuance  of  the  ECC 
and  the  participation  of  the  Export-Import  Bank  of  Japan  as  co- 
financier  of  the  project.  In  a  recently  held  dialogue  between  the 
Masinloc  residents  and  the  Manila  representative  of  the  Exim  Bank 
of  Japan,  the  latter  assured  the  community  representatives  that 
they  will  not  get  involved  in  the  project  so  long  as  there  is 
opposition  from  the  local  communities. 

The  decision  now  lies  with  the  ADB.  The  Bank  has  played  a 
major  role  in  other  similar  controversial  development  projects. 
This  is  yet  another  challenge  for  them  to  make  true  their 
commitment  to  the  environment.  The  Masinloc  Coal-Fired  Thermal 
Plant  has  proven  to  be  a  socially  non-acceptable  and 
environmentally  dangerous  project.  ExIm  Bank  has  made  its  stand. 
It  is  now  the  ADB's  turn  to  take  a  decisive  position. 

As  the  Philippine  energy  crisis  worsens,  more  energy  projects 
are  rushed  for  development.  And  more  loans  are  solicited  by  the 
Philippine  government  from  multilateral  development  institutions. 

As  we  urge  the  government  to  take  the  other  option  of  looking 
into  alternative  strategies  of  solving  this  crisis,  we  enjoin  ADB 
to  lend  its  support  in  this  kind  of  endeavor. 

Let  us  push  for  the  development,  not  of  these 
environmentally-sensitive  and  capital-intensive  projects,  but  of 
renewable  sources  of  energy;  promotion  of  energy  conservation  as 
well  as  energy-efficient  measures. 

Let  us  make  them  understand  and  realize  that  we  cannot  solve 
the  crisis  we  face  today  by  sacrificing  the  future  of  our  people 
and  the  environment. 
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B.  Provincial  Government  of  Bukidnon  (Philippines) 

The  ADB  has  decided  to  provide  a  $100,000  technical  assistance 
grant  for  this  project. 

Basic  transport,  social  infrastructure   and  agricultural 
support  services  for  the  development  of  agriculture,  agro- 
industry,  irrigation,  and  rural  industry  will  be  given  to  the 
province  of  Bukidnon  in  Northern  Mindanao  through  a  $100,000 
technical  assistance  grant  approved  by  the  Asian  Development 
Bank. 

Bukidnon  province  is  a  major  producer  of  rice,  corn, 
sugarcane  and  pineapple  in  the  Philippines.  Bukidnon,  a 
predominantly  rural  and  agricultural  region,  is  found  in  the 
northern  part  of  Mindanao.  Most  of  the  residents  are  small  farmers 
and  landless  poor. 

Given  the  natural  resources  of  the  project  area,  Bukidnon 
has  a  high  potential  for  reduction  of  rural  poverty  but 
experiences  of  widespread  forest  destruction  resulting  from 
evcess^vp  ^'vr  1  oitation  of  the  forests  for  the  past  30  years  is  a 
continuing  impediment  to  the  improvement  of  the  people's  living 
condition.  As  of  1989,  50%  of  the  Bukidnon  area  has  eroded. 
Extensive  logging  activities  especially  in  the  province's  major 
watershed  areas  caused  massive  loss  of  soil  and  fertility  in  the 
uplands.   There  results  to  lowland  floods  and  consequently  to  the 
destabilization  of  agricultural  land. 

The  ADB- funded  Bukidnon  Integrated  Area  Development  (BIAD) 
project  aims  to  develop  the  agricultural  and  forestry  aspect  of 
the  province  by  providing  support  services  to  small-scale  rural 
industries.   The  technical  assistance  funds  will  be  used  to 
prepare  a  program  projected  to  upgrade  farm-to-market  roads  and 
social  infrastructure.   The  funds  will  cover  other  socio- 
agricultural  services  like  construction  or  rehabilitation  of 
communal  irrigation  systems.   As  part  of  the  project,  too, 
training  programs  will  also  be  developed.   These  will  help 
improve  agriculture  and  rural-based  livelihood  industrial 
productivity. 

A  team  of  consultants  comprised  of  economists,  financial 
analysts,  civil  engineer,  and  agronomist  is  currently  conducting 
feasibility  studies  in  the  project's  target  area.   A  social 
design  study  on  the  profile  of  the  project  beneficiaries  and  an 
outlay  for  benefit  monitoring  and  evaluation  will  be  carried  out 
by  Central  Minadanao  University.   The  technical  assistance 
service  will  be  carried  out  over  a  period  of  6  months. 

While  the  executing  agency  for  this  project  is  primarily  the 
provincial  government  of  Bukidnon,  non-governmental  agencies, 
community-based  organizations  and  other  concerned  groups  are 
encouraged  to  participate  in  the  formulation  and  the 
implementation  of  this  development  program. 

C.  Umiray-Angat  Transbasin  Project  (UATP) 

The  Asian  Development  Bank  (ADB)  has  agreed  to  extend 
financial  assistance  to  a  major  infrastructure  project  of  the 
Metropolitan  Waterworks  Sewerage  System  (MWSS) .   The  Umiray-Angat 
Transbasin  Project  (UATP)  seeks  to  enhance  the  reliability  of 
supply  from  the  Angat  Water  Supply  Optimization  Project  (AWSOP) 
by  diverting  water  flows  from  the  Umiray  basin.   It  is  expected 
to  provide  the  future  water  demands  of  Metro  Manila  and  other 
suburbs.   The  project  extends  from  the  upper  reaches  of  the 
Umiray  River  in  General  Nakar,  Quezon  and  its  tributaries  on  the 
eastern  side  of  the  Sierra  Madre  mountain  range,  to  the  Macua 
River  which  is  a  tributary  to  the  Angat  Reservoir  in  Bulacan.   It 
traverses  the  provinces  of  Quezon,  Aurora  and  Bulacan. 
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The  Umiray-Angat  project  is  actually  the  second  stage  in  the 
development  of  AWSOP,  also  a  Bank-financed  project.   This  seeks 
to  ultimately  increase  the  water  flow  diversion  to  MWSS  by  24 
cu.m/sec.  from  the  Angat  Reservoir.   During  the  first  stage  of 
AWSOP,  multiple-use  of  Angat  water  resources  for  hydropower  and 
irrigation  will  be  observed.   This  will  divert  an  extra  15 
cu.m/sec.  to  Metro  Manila's  Water  Supply  System.   With  the 
transbasin  project,  the  proponents  aim  to  divert  an  additional  9 
cu.  m/sec.  of  water  from  the  Umiray  river  to  complete  the 
projected  24  cu.m/sec.  increase  in  diversion  to  MWSS. 

This  is  to  be  funded  primarily  by  a  $119.6  million  loan  from 
the  Asian  Development  Bank  which  would  account  for  about  70%  of 
the  P4 . 6  billion  financing  recjuired.   The  remaining  funding 
requirements  will  come  from  the  local  resources  of  MWSS. 
Furthermore,  a  Primary  and  Secondary  Mains  Improvements  technical 
assistance  is  attached  to  the  loan  commitment  which  seeks  to 
rehabilitate  existing  MWSS  water  distribution  lines. 

The  main  components  of  this  proposed  project  include  run- 
off-river type  diversion  weirs,  a  13.1  km.  main  transbasin 
tunnel,  two  minor  branch  tunnels,  a  4.8  km.  long  access  road 
along  the  Matulid-Macua  River  branch  of  the  Angat  reservoir  and, 
a  500  Mid  water  treatment  plant.   The  three  diversion  weirs  to  be 
built  on  Umiray  River  and  its  tributaries  are  of  the  overflow- 
type  spillway  structures  measuring  3-4  meters  high.   The  main 
transbasin  tunnel  expected  to  traverse  the  Sierra  Madre  mountain 
range  will  convey  streamflows  from  the  Umiray  basin  in  Quezon  to 
the  Angat  Reservoir  in  Bulacan. 

A  new  technology  developed  in  Germany  will  be  utilized  for 
the  excavation.   A  Tunnel  Boring  Machine  (TBM)  allows  higher 
excavation  progress  rate  than  the  ordinary  drilling  and  blasting 
method.   This  project  is  so  far  the  only  attempt  in  the 
Philippines  to  operate  with  the  TBM. 

MWSS  has  already  secured  an  Environmental  Clearance 
Certificate  (ECC)  for  the  project  which  was  issued  by  the 
Department  of  Environment  and  Natural  Resources  last  October  7 , 
1992.   Consultations  with  the  local  community,  however,  are  still 
underway . 

The  series  of  dialogues  between  the  proponent  agency  and  the 
Gen.  Nakar  community  and  local  officials  started  when  the  ADB, 
ordered  MWSS  to  conduct  more  consultations.   This  came  as  a 
response  to  the  requests  made  by  the  local  community.   The  Tribal 
Center  for  Development  (TCD) ,  an  organization  based  in  Quezon, 
sent  a  letter  to  the  Bank  through  the  Philippine  Executive 
Director  expressing  concern  over  the  potential  social  and 
environmental  impacts  of  the  Transbasin  project  especially  to 
indigenous  Agta  communities  in  the  area.   The  municipal  mayor  of 
Gen.  NaVj^r  likewise,  has  compelled  the  proponent  agencies  to  hold 
more  consultations  prior  to  the  signing  of  a  Memorandum  of 
Agreement. 

During  the  consultations,  several  economic,  social  and 
environmental  issues  pertaining  to  the  potential  impacts  of  the 
project  were  presented  by  local  residents,  NGOs,  local  government 
officials,  church  representatives  and,  indigenous  communities. 
Major  concerns  raised  include  potential  impact  of  the  project's 
construction  on  the  Umiray  River,  a  primary  water  source  of  the 
local  community  for  multiple  domestic  purposes;  soil  erosion  from 
the  tunnel  excavation;  clearing  of  forested  areas  for 
infrastructures;  possible  displacement  of  Agta  communities  and; 
potential  effects  on  irrigation. 
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Even  the  MWSS  projected  several  significant  environmental 
impacts  of  the  project.   There  will  be  a  change  in  land-use  and 
landscape  as  well  as  loss  of  forest  cover  due  to  the  clearing  of 
job  sites.   These  are  attributed  to  the  creation  of  the  lake  rim 
access  road,  the  opening  of  quarries  and  areas  for  disposal  of 
tunnel  excavation  material.   Two-thirds  of  the  total  area 
occupied  by  the  project  are  presently  covered  by  thick  forest. 

Moreover,  it  is  expected  that  there  will  be  an  increased 
turbidity  and  siltation  of  the  Angat  reservoir  as  access  roads 
are  constructed  and  excavations  conducted.   The  problem  of 
siltation  is  further  compounded  by  risks  of  soil  erosion  with  the 
creation  of  a  disposal  are  for  a  large   quantity  of  materials 
from  tunnel  excavation. 

As  of  date,  MWSS  is  awaiting  the  endorsement  of  the  Gen. 
Nakar  local  officials  for  the  commencement  of  the  project's 
construction  phase.  The  local  mayor  has  delayed  the  decision  on 
the  project  pending  the  completion  of  an  independent  Fact-Finding 
Mission  to  the  area.   This  was  organized  to  assess  the  potential 
social  and  environmental  implications  of  the  project.   ADB,  on 
the  other  hand,  has  likewise  deferred  the  approval  of  the  total 
loan  commitment  as  it  awaits  the  completion  of  the  consultation 
process.   It  has,  however,  disbursed  an  initial  $2.6  million  for 
the  project's  engineering  phase. 

IV.  European  Bank  for  Reconstruction  and  Development 

In  Friends  of  the  Earth's  report  on  federal  environmental 
spending.  Earth  Budget,  we  discuss  the  MDBs  and  come  to  the 
conclusion  that,  "On  balance,  eliminating  all  U.S.  taxpayer  support 
for  these  banks  would  be  good  for  the  environment."  This  is 
particularly  true  of  the  newest,  and  in  its  way  most  disappointing, 
of  the  MDBS,  the  European  Bank  for  Reconstruction  and  Development. 
We  recommend  that  the  Committee  withhold  funding  for  this  Bank. 

A.  An  Optimistic  Start 

When  the  EBRD  was  created  in  1990,  optimism  ran  high  that  this 
Bank  would  be  different  from  its  brethren*  Its  mandate  charged  it 
with  "promoting  in  the  full  range  of  its  activities  environmentally 
sound  and  sustainable  development."  In  addition,  it  was  to  promote 
"democracy."  Such  goals,  of  course,  are  absent  from  the  Charters 
of  the  other  older  MDBs. 

The  MDBs  themselves  estimate  that  cleaning  up  Central  and 
Eastern  Europe  will  cost  several  hundred  billion  dollars.  Since 
environmental  degradation  siphons  off  an  estimated  10  percent  of 
the  region's  GNP,  environmental  improvement  could  be  one  of  the 
fastest  ways  of  raising  living  standards.  The  EBRD's  opportunities 
to  simultaneously  clear  the  environment  and  turn  profits  seem 
enormous. 

B.  Disappointing  Environmental   Procedures   in  the  Development 
Banking  Unit 

The  first  major  policy  document  on  the  environment  brought 
forward  by  the  EBRD  was  its  environmental  procedures.  These 
procedures,  passed  in  January,  1992,  do  not  screen  projects  for 
positive  environmental  gains  but  stress  mitigation  and  primarily 
aim  to  protect  the  Bank  from  incurring  environmental  liabilities 
which  might  undermine  the  financial  soundness  of  investments.  The 
EBRD's  Charter's  active  charge  of  promoting  sustainable  development 
was  largely  lost  in  this  passive  policy. 
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In  addition  to  stressing  environmental  defense,  these 
procedures  do  little  to  promote  democracy.  Around  the  world  it  is 
becoming  clear  that  the  best  development  projects  are  those  where 
local  people  are  involved  from  the  outset,  where  the  decision- 
making process  is  transparent,  and  where  citizens  have  access  to 
the  important  documents.  Nowhere  should  these  principles  be  more 
vigorously  promoted  than  in  Central  and  Eastern  Europe,  where  state 
secrecy  and  repression  drove  the  economies  into  their  environmental 
morass. 

Yet  the  EBRD's  environmental  procedures  waffle.  While  they  do 
require  public  consultations  on  the  most  environmentally  damaging 
projects,  they  do  not  require  that  the  resulting  Environmental 
Assessment  reports  be  made  public. 

The  U.S.  'Pelosi  Amendment',  passed  by  this  Committee  in  1989, 
requires  Environmental  Assessments  of  MDB  projects  be  available  to 
both  Executive  Directors  and  affected  publics  120  days  before 
votes.  This  provision  make  assessments  meaningful  by  ensuring  that 
people  and  governments  have  a  chance  to  consider  projects  carefully 
before  votes. 

The  EBRD  environmental  procedures  do  not  meet  the  Pelosi 
Amendment  requirements  and  for  this  and  other  reasons  the  U.S. 
Government  rightly  voted  against  the  Bank's  procedures. 

Subsequently,  the  EBRD  has  flaunted  the  amendment  and  the  U.S. 
has  abstained  from  a  number  of  votes  on  projects  since 
Environmental  Assessments  have  not  been  provided  in  a  timely 
fashion.  For  example,  the  U.S.  abstained  on  a  114  million  ECU 
power  plant  upgrade  at  Maritsa  in  Bulgaria.  The  EBRD  screened  the 
Maritza  East  II  Power  Project  as  a  "B"  project  —  requiring  a 
partial  environmental  analysis.  This  is  despite  the  fact  that 
thermal  power  developments  are  listed  as  an  example  of  an  "A" 
project  requiring  full  environmental  assessment  in  Appendix  1  of 
the  Environmental  Procedures.  According  to  the  same  Appendix  the 
partial  environmental  analysis  will  normally  require  more  limited 
and  specific  environmental  analysis.  In  this  case  EBRD  has 
identified  that  within  the  environmental  analysis  required  there 
must  be  an  EIA  of  alternative  FGD  and  coal  and  ash  handling 
facilities  of  the  plant.  Neither  of  these  had  been  carried  out 
before  approval  for  the  project  was  given.  In  addition  no  public 
consultation  was  carried  out  despite  the  fact  that  Maritza  is 
a  major  pollution  source.  Moreover,  in  a  letter  to  Friends  of 
the  Earth  from  the  EBRD  dated  12  October  1992  flatly  declared  that 
once  the  EIA  identifed  as  necessary  was  finally  carried  out  "it  is 
not  anticipated  that  these  studies  will  involve  participation  from 
the  general  public". 

C.  No  Public  Participation  and  Private  Sector  Redundancy 

According  to  its  charter,  60  percent  of  the  EBRD's  lending 
should  be  for  private  sector  projects.  For  such  projects,  the  EBRD 
does  not  provide  public  access  to  information  about  the  proposed 
project.  According  to  EBRD  officials  the  reason  for  withholding 
information  is  that  the  EBRD  sees  itself  in  competition  with  the 
rest  of  the  private  sector.  If  it  were  to  make  information  about 
projects  public,  the  argument  goes,  private  sector  borrowers  would 
be  spooked  or  even  would  sue  the  Bank  for  releasing  information. 

Such  arguments  fall  down  on  three  grounds.  First,  to  avoid 
lawsuits  the  EBRD  could  quite  simply  make  it  clear  that  it  requires 
a  publicly-available  Environmental  Assessment  on  all  projects  as  a 
pre-condition  for  receiving  its  internationally-guaranteed  loans. 
Second,  if  the  EBRD  is  only  able  to  make  loans  by  beating  out  other 
private  banking  concerns  then  we  believe  there  is  absolutely  no 
justification  for  the  U.S.  Government  to  be  providing  money  which 
is  competing  with  the  private  sector.  In  theory  the  EBRD  should  be 
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taking  the  lead  in  putting  together  new  money  for  innovative 
investments  in  the  region.   Instead  it  is  making  loans  such  as  the 
$78  million  provided  to  General  Motors'  Hungarian  operations  — 
funds  which  GM  officials  confirmed  in  a  Washington  Post  article, 
"'absolutely'  could  have  been  raised  from  other  sources."'  Third, 
the  EBRD  has  so  far  squandered  the  opportunity  to  be  innovative  in 
"promoting"  sustainable  development.   Its  private  sector  lending 
could  have  been  at  the  forefront  of  challenging  the  rhetorically 
more   progressive   sector  of   the   corporate  world   which   has 
collectively  calling  for  business  interests  to  "expand  our 
concept  of  those  who  have  a  stake  in  our  operations  to  include 
not  only  employees  and  shareholders  but  also  ....,  neighbours, 
citizens'  groups,  and  others"  (Business  Council  on  Sustainable 
Development) . 

V.  Agency  for  International  Development 

Given  that  the  Administration  has  announced  a  90-day  analysis 
of  the  structure  and  future  of  AID,  Friends  of  the  Earth  wishes  to 
submit  comments  to  the  Committee  subsequently  concerning  budgetary 
levels.  We  believe  that  substantial  reform  of  AID  is  long  overdue. 
Friends  of  the  Earth  worked  to  obtain  $15  million  for  environmental 
protection  and  restoration  in  a  previous  aid  bill  for  Nicaragua  and 
Panana.  We  are  still  trying  to  determine  whether  positive  results 
were  achieved  with  this  money. 

About  $3.2  billion  of  AID'S  1993  budget  of  $10.3  billion  went 
to  grants  and  loans  for  military  equipment  and  training  in  foreign 
countries.  Egypt  and  Israel  get  substantial  foreign  assistance. 
Friends  of  the  Earth  asks  the  basic  question:  why  isn't  a  part  of 
this  money  devoted  to  environmental  protection  and  restoration? 

In  summary,  AID  needs  a  major  overhaul  and  a  new  mission  of 
rescuing  developing  nations  from  environmental  catastrophe. 

A.  Somalia  Lessons 

Governments  around  the  world  need  to  recognize  that  starvation 
in  Somalia  and  in  other  parts  of  Africa  can  only  be  eliminated  by 
a  long-term  program  of  environmental  rehabilitation  of  the  land. 
The  Horn  of  Africa  has  experienced  4  major  famines  in  last  20 
years,  but  each  time  the  almost  exclusive  focus  on  short-term 
relief  misses  essential  actions  necessary  to  prevent  the  recurrence 
of  this  type  of  tragedy. 

Well  before  the  present  disaster  in  Somalia  and  the  departure 
of  the  dictator  Siad  Barre,  there  had  been  repeated  warnings  about 
food  shortages  facing  many  African  countries.   The  1988  World  Bank 
task  force  on  food  security  in  Africa  estimated  that  2.3  million 
Somalis,  which  is  about  42%  of  the  population,  did  not  have  enough 
food.    The  report  stated  that  more  thant  4  0  percent  of  the 
populations  of  Somalia,  Uganda,  Chad,  and  Mozambique  suffered  from 
a  food  shortage. 

In  1984  and  1985  it  is  estimated  that  more  than  a  million 
Africans  died  of  malnutrition  and  related  diseases,  primarily  in 
Ethiopia,  Sudan,  Somalia,  Niger,  Mali,  Mozambique,  and  Chad.  The 
World  Resources  Instituted  noted  that  the  food  crisis  of  the  1980 's 
in  Africa  showed  little  had  changed: 
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"Both  the  famine  and  the  relief  effort  were  haunting 
repetitions  of  a  similar  catastrophe  that  struck  the 
continent  in  1973-74.   Although  the  recent  relief 
campaign  was  bigger  (and)  better-coordinated. . . 
the  agricultural  debacle  was  stark  proof  that,  on 
the  policy  level,  little  had  been  learned  since 
the  previous  famine." 

Countries  involved  in  the  current  Somalian  relief  effort  must 
discuss  a  long-term  strategy  that  address  the  root  causes  of  hunger 
and  its  connection  to  destruction  of  the  natural  resource  base. 
Something  must  be  done  about  the  state  of  lawlessness  in  Somalia, 
but  the  challenges  to  put  the  country  back  on  its  feet  are  much 
greater  that  a  mission  of  a  few  months  in  duration. 

Unless  something  is  done  about  desertification  and  the 
destruction  of  the  natural  resource  base,  the  world  will  continue 
to  wintess  massive  starvation  episodes.  The  United  States  dealt 
with  the  Dust  Bowl  through  comprehensive  control  of  soil  erosion. 
This  sort  of  effort  is  needed  in  Somalia  and  other  parts  of  Africa. 

Such  a  land  and  water  restoration  program  needs  to  be 
significantly  different  from  the  large  engineering  projects  that 
are  typically  financed  by  the  multilateral  development  banks.  We 
hope  that  this  Committee  will  take  the  lead  in  convincing  the 
Administration  to  take  a  long-range  view  of  the  problem  in  Africa, 
to  look  at  the  diversity  of  actions  which  might  be  put  in  motion 
while  our  troops  remain  there,  and  not  to  walk  away  leaving  some  of 
the  root  problems  unaddressed. 


VI .  Export-Import  Bank 

As  discussed  elsewhere  in  this  testimony.  Friends  of  the  Earth 
is  very  disturbed  by  the  Export-Import  Bank's  loan  of  $136  million 
for  a  nuclear  reactor  in  Czechoslovakia.  Our  analysis  of  Export- 
Import  Bank  activity  over  the  past  several  years  suggests  that  this 
Bank  pays  little  or  no  attention  to  the  Congressional  directives 
given  to  the  multilateral  development  banks  or  to  environmental 
concerns  generally.  Friends  of  the  Earth  is  opposed  to  providing 
more  funds  to  the  Ex-Im  Bank  until  it  pledges  to  implement  the 
following  basic  reforms: 

1)  pay  attention  to  the  environmental  directives  of  Congress 
concerning  foreign  aid; 

2)  prepare  environmental  impact  assessments  of  its  loans; 

3)  cease  lending  for  construction  of  more  nuclear  power 
plants; 

4)  provide  energy  loans  only  for  solar,  wind,  biomass,  and 
energy  efficiency  improvements. 

As  the  U.S.  Executive  Director  to  the  World  Bank  was  voting 
against  the  Yacyreta  Dam  (see  discuss  elsewhere  in  this  testimony) , 
the  Ex-Im  Bank  was  providing  a  loan  for  the  hydroelectric  turbines 
for  the  Dam.  The  Ex-Im  Bank  acted  in  urter  disregard  of  the 
concerns  being  expressed  by  the  U.S.  Treasury  Department  on  this 
project. 

We  are  concerned  that  the  Ex-Im  Bank  is  in  the  process  of 
lending  for  a  geothermal  project  on  Mount  Apo  in  the  Philippines  at 
the  very  time  citizens  have  convinced  the  World  Bank  and  the  Asian 
Development  Bank  not  to  fund  such  an  environmentally  and  socially 
disruptive  project.  The  Mount  Apo  project  threatens  to  destroy  one 
of  the  last  intact  primary  rainforests  in  the  Philippines  and  to 
ruin  an  area  which  is  sacred  to  the  indigenous  people. 


73 

VII.  International  Monetary  Fund 

The  IMF  is  not  now  promoting  sustainable  development.  It  is 
failing  to  carry  out  even  its  own  limited  notion  of  its 
responsibilities  effectively,  in  that  "structural  adjustment"  as 
articulated  and  implemented  has  been  a  failure  in  most  countries. 
The  IMF  employs  no  consultation  mechanism  with  affected  populations 
in  designing  structural  adjustment  packages,  does  not  consider  the 
longer-term  implications  of  its  policy  prescriptions,  and  in 
general  does  not  analyze  the  effectiveness  of  its  packages. 

Congress  regently  enacted  a  detailed  blueprint  for  IMF  reform, 
contained  in  the  Russian  Aid  Bill  and  Foreign  Aid  appropriation. 
We  congratulate  Congress  for  passing  these  bills.   To  summarize, 
the  legislation  now  requires  the  US  Executive  Director  to  promote 
(1)  incorporation  of  poverty  alleviation  and  reduction  of  barriers 
to  economic  and  social  progress  into  all  Fund  programs  and 
consultations;  (2)  incorporation  of  environmental  considerations 
into  all  Fund  programs  and  consultations;  (3)  Fund  participation  in 
the  design  and  operationalization  of  a  revised  national  income 
reporting  system;  (4)  creation  of  an  audit  system  to  review,  on  a 
countjry-bv-rountry  basis,  the  impact  of  the  implementation  of  IMF 
required  or  recommended  policy  prescriptions  on  poverty,  economic 
development,  and  environment;  (5)  insurance  of  policy  options  that 
increase  the  productive  capacity  of  the  poor;  (6)  establishment  of 
procedures  for  public  access  to  information;  (7)  development  of 
procedures  to  measure  the  levels  of  military  spending  and 
incorporation  of  analysis  and  assessment  of  military  spending  in 
Fund  consultations.  Furthermore,  the  US  Treasury  is  required  to 
explore  ways  to  incorporate  the  involvement  and  participation  of 
important  ministries,  social,  environmental,  and  other  legitimate 
experts  from  the  recipient  country  in  the  development  of  Fund 
programs. 

The  job  now  is  to  see  that  these  directives  are  implemented. 
This  will  require  hard  diplomatic  work  by  the  U.S.  to  gain  the 
support  both  of  other  donors  and  of  borrowers.  Congress  should 
insist  that  the  Administration  aggressively  promotes  the  full 
package  of  IMF  reforms  articulated  in  US  legislation.  We  urge  the 
U.S.  to  launch  a  diplomatic  initiative  to  commission  an  independent 
review  of  the  environmental  and  social  impacts  of  all  structural 
adjustment  lending  by  the  MDBs. 

We  also  note  that  the  Interim  Committee  is  composed  of  Finance 
Ministers  from  all  member  countries  of  the  Fund,  and  that  it  is  a 
forum  that  may  be  useful  in  promoting  the  reforms.  Like  the 
Development  Committee,  the  Interim  Committee  has  not  featured 
prominently  in  efforts  to  advance  U.S.  proposals.  It  is  time  for  a 
change.  NGOs  have  no  access  to  these  committees,  or  to  other 
formal  meetings  of  the  Bank  and  Fund.  It  would  be  very  useful  for 
an  NGO  to  be  added  to  the  US  delegation  as  a  public  sector 
representative . 

A.  Background 

Friends  of  the  Earth  started  the  IMF  (International  Monetary 
Fund)  reform  campaign  ten  years  ago.  It  has  been  Friends  of  the 
Earth's  primary  purpose  to  bring  about  a  fundamental  shift  in  the 
structural  adjustment  policies  (SAPs)  of  the  IMF  and  to  make  the 
institution  accountable  to  the  public  for  its  actions. 

Friends  of  the  Earth's  involvement  has  been  based  upon  the 
recognition  that  structural  adjustment  programs  are  shaping  the 
economies  of  most  developing  nations.  During  the  last  decade  more 
than  70  countries  have  turned  to  the  IMF  for  assistance  with  their 
balance-of-payments  problems.  Under  IMF  conditionality ,  these 
countries  are  required  to  restructure  their  economies  in  an  attempt 
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to  prevent  a  balance-of-payments  crisis,  while  at  the  same  time 
meeting  debt  obligations,  maintaining  essential  inports,  and 
struggling  to  return  to  economic  growth.  Many  of  the.:i  have  been 
also  experiencing  increased  environmental  and  social  p^resses, 
which  are  gravely  exacerbated  by  the  IMF's  prescriptions. 

The  Fund  itself  is  not  only  a  major  creditor  to  developing 
nations  but  also  provides  the  seal  of  approval  needed  if  countries 
want  to  be  eligible  for  additional  commercial  bank  loans. 
Moreover,  without  a  debtor  country's  commitment  to  an  IMF 
structural  adjustment  program,  the  Paris  Clxib  will  not  consider 
debt  reduction  programs  or  debt  renegotiations  schedules.  Both 
through  the  conditions  that  are  connected  with  its  adjustment  loans 
and  through  the  amounts  of  money  that  are  being  transferred,  the 
IMF  has  a  strong  impact  on  national  and  local  politics,  economies 
and  populations. 

The  Fund's  traditional  prescription  for  restoring  a  country's 
economy  includes  a  combination  of  policies:  accentuating  export- 
oriented  growth,  reduction  in  public  spending  mostly  happening  in 
social  areas  like  education  and  health,  cutback  of  the  role  of  the 
state  sector  in  the  economy,  removal  of  subsidies  on  basic  foods 
and  transportation,  devaluation  of  the  national  currency,  and 
freezing  the  real  wages  of  workers. 

In  response  to  NGO  critiques.  The  Executive  Board  of  the  IMF 
has  mandated  that  the  IMF  staff  should  (1)  develop  a  greater 
understanding  of  interplay  between  economic  policies,  economic 
activity  and  environmental  change;  (2)  draw  extensively  upon  the 
research  and  information  from  other  institutions  with  environmental 
competence  and  responsibilities;  and  (3)  use  these  findings  to  help 
staff  carry  out  informed  discussions  with  national  authorities  who 
may  face  difficult  macroeconomic  policy  choices  in  the  context  of 
country's  serious  environmental  problems. 

This  mandate  of  the  IMF  Executive  Board  reflects  the  Fund's 
answer  to  the  pressure  from  the  NGO  community  around  the  quota 
increase  and  the  legislation  that  was  passed  by  the  U.S.  Congress 
in  response  to  these  concerns.  It  is  striking  that  after  three 
years  of  research  on  the  issue  the  IMF  still  does  not  have  better 
understanding  of  the  link  between  SAPs  and  the  environment. 

There  is  no  doubt  that  we  all  can  benefit  from  more  research 
but  there  cones  a  time  that  one  has  to  act  upon  the  findings  of  the 
research.  The  IMF's  unwillingness  to  undertake  any  significant 
action  in  response  to  the  findings  of  the  already  existing  research 
is  indicative  of  its  general  reluctance  take  social  and 
environmental  considerations  seriously.  Instead  the  IMF  prefers  to 
focus  all  its  time  spent  on  environmental  research  on  the 
justification  of  its  traditional  SAPs. 

The  Fund  should  take  the  finding  of  the  existing  research 
seriously  and  engage  in  a  pilot  project  to  design  a  SAP  based  upon 
a  wide  consultation  process  incorporating  the  varies  affected 
ministries,  environmental  and  poverty  experts  and  national  NGO 
representatives . 

B.  Main  NGO  Concerns  At  Present 

Friends  of  the  Earth  started  the  IMF  work  by  analyzing  the 
structure  of  the  IMF  on  an  institutional  level,  comparing  it  to  the 
World  Bank  and  other  multilateral  banks  which  we  and  other  NGOs 
have  been  studying  for  several  years.  We  concluded  that  certain 
obvious  things  were  missing  from  the  IMF's  structure,  staff  and 
basic  policies. 
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Unlike  the  World  Bank,  the  IMF  has  not  conducted  studies  of 
possible  environmental  and  social  consequences  of  its  actions  and 
has  not  given  any  indication  of  being  concerned  about  these  issues. 
This  is  partly  the  result  of  the  absence  of  cpjalified  personnel  on 
the  IMF  staff,  in  the  areas  of  natural  resources,  development, 
poverty  and  other  related  subjects.  But  it  is  also  a  result  of  the 
IMF's  explicit  policy  of  not  holding  consultations  with  affected 
ministries  and  populations  or  even  considering  their  interests. 

We  obtained  and  analyzed  available  case  studies  on  the  impacts 
of  IMF  structural  adjustment  programs  on  social  sectors.  That 
effort  is  continuing.  In  this  context,  we  became  aware  that  the 
World  Bank  carried  out  a  confidential  analysis  in  1988  of  the 
effects  of  its  structural  adjustment  lending  in  Africa.  The  study 
showed  that  those  countries  receiving  adjustment  loans  were  doing 
significantly  worse  economically  than  the  African  countries  not 
receiving  loans.  There  was  a  large  increase  in  the  debt-export 
ratios  of  countries  receiving  the  adjustment  loans,  and  inflation 
escalated  in  most  of  the  countries.  This  study  was  important  for 
two  reasons.  First,  it  showed  the  IMF  was  not  meeting  its  own 
macroeconomic  goals.  Second,  it  showed  that  the  IMF  should  analyze 
the  impacts  of  its  actions  and  hire  appropriate  staff  with  the 
mandate  to  do  so. 

Another  leading  institution,  UNCTAD,  stated  in  its  1989  Trade 
and  Development  Report  that  SAPs  had  so  far  produced  mixed  results 
and  achieved,  at  best,  limited  success.  The  report  criticized  the 
Fund  for  its  short-term  focus  on  balance  of  payments  management, 
thereby  neglecting  to  develop  longer  run  potentials  of  the  national 
economy. 

NGOs  in  many  countries  provided  us  with  various  types  of 
specific  information  about  negative  impacts  of  IMF  activities  in 
their  countries.  We  assembled  the  information  and  produced  a 
report  on  the  structure  and  functioning  of  the  IMF  and  the  impact 
of  SAPs  on  the  social  sectors  of  Developing  countries  which  was 
translated  into  Spanish  and  distributed  to  our  colleagues  in  the 
South.  The  study  reports  on  the  impact  of  SAPs  on  countries' 
economic  performance,  the  poor,  women  and  children,  and  the 
environment. 

1.  Macroeconomic  Performance 

IMF  structural  adjustment  measures  have  not  led  to  the 
resurrection  of  Third  World  nations'  economies  but  have  aggravated 
the  economic  crisis.  The  total  Third  World  debt  has  continued  to 
increase  steadily  from  $668  billion  in  1981  to  $1,281  billion  in 
1991.  Between  1980  and  1991,  the  debts  of  the  highly  indebted 
nations,  including  most  Latin  American  countries,  increased  nearly 
60%  (approximately  $240  billion) ,  and  the  debts  of  Sub-Saharan 
Africa  have  increased  by  more  than  80%  (approximately  $50  billion) . 
The  situation  of  economic  growth  looks  equally  bleak.  Per  capita 
GDP  in  Sub-Saharan  Africa  declined- by  3.6%  in  1980-85,  by  0.5%  in 
1986,  and  by  5.1%  in  1987.  Latest  World  Bank  projections  for  the 
year  1995,  for  example,  show  zero  per  capita  growth  in  Sub-Saharan 
Africa. 

In  1987,  rising  interest  rates  escalated  debtor  countries' 
debt  service  payments.  The  increase  is  estimated  to  be  around  $6- 
8  billion  annually.  The  higher  interest  rates  resulted  in  a  sharp 
increase  of  resource  transfers  from  debtor  countries  to  the 
creditors.  For  the  highly  indebted  countries  this  transfer  was 
twice  as  large  in  1988  than  in  1987,  reaching  $42  billion. 
According  to  mainstream  economists  the  debt  crisis  is  over  because 
countries  are  honoring  their  interest  payments.  They  tend  to 
forget  that  this  is  happening  at  the  expense  of  the  poor.  Social 
sector  and  productive  investment  has  halted  as  resources  are 
channeled  to  the  debt  service  payments.  Countries  are  exporting  an 
unsustainable  amount  of,  often  unrenewable,  natural  resources,  and 
thereby  consuming  their  long  term  capital. 
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The  IMF  has  not  made  any  significant  attempt  to  review  and 
change  its  structural  adjustment  policies.  According  to  IMF 
officials,  the  failure  to  improve  the  external  debt  situation  of 
most  Third  World  countries  should  be  attributed  to  the  lack  of 
commitment  to  the  strict  implementation  of  the  structural 
adjustment  measures.  But  even  countries,  such  as  Korea,  that  have 
been  portrayed  as  the  success  stories  of  structural  adjustment  are 
now  showing  signs  of  social  unrest  and  environmental  decay. 

2 .  Poverty 

IMF  adjustment  policies  have  been  based  upon  the  implicit 
assumption  that  where  structural  adjustment  policies  are  followed, 
the  poor  would  benefit  in  the  long  run.  No  evidence  could  be  found 
to  back  up  this  "trickle  down"  theory.  What  has  seemed  to  trickle 
down  is  economic  hardship.  The  most  vulnerable  sectors  of  society 
paid  thp  highest  price  in  structural  adjustment  progrTnic:.  Not  only 
have  the  poor  carried  the  heaviest  burden  of  economic  recession, 
they  also  have  been  struck  most  severely  by  the  adjustment 
measures,  such  as  cuts  in  government  expenditure  and  social 
services.  Severe  cut-backs  in  health  care,  education  services,  and 
food  subsidies  have  threatened  the  very  existence  of  the  poor. 
Their  wages  (if  they  have  been  able  to  keep  their  jobs)  have  fallen 
steeply  in  relation  to  the  cost  of  living.  The  cost  of  their  basic 
food  has  increased  as  the  government  subsidies  have  been  lifted. 

For  the  past  several  years, the  idea  behind  the  IMF  structural 
adjustment  facilities  has  been  that  adjustment  and  growth  must  be 
mutually  reinforcing.  Evidence,  however,  has  indicated  that  the 
IMF's  stabilization  and  structural  adjustment  programs,  such  as 
policies  focused  on  increased  exports  and  the  curtailment  of 
domestic  consumption,  have  been  in  most  instances  eroding  the  basis 
upon  which  future  economic  growth  and  social  well-being  depend. 

o  Investment  incentives  and  credit  policies  under  SAPs  have 
favored  capital-incentive  industries,  retarded  employment 
generation,  and  worsened  the  distributional  inequities. 

o  Cuts  in  government  expenditure  have  resulted  in  layoffs  of 
lower-rank  civil  servants  and  an  overall  rise  of  unemployment. 

o  During  the  80s,  SAPs  have  induce  economic  contraction 
leading  to  a  general  income  decline,  increased  unemployment  and 
underemployment . 

o  Even  when  wages  remained  unchanged,  inflation,  increased 
taxes,  devaluation  of  the  national  currency,  and  reduction  in 
government  expenditure  have  increased  the  cost  of  living  and 
therefore  decreased  the  real  value  of  people's  income. 

o  Economic  recession  and  structural  adjustment  policies  have 
put  extra  pressure  on  women's  working  and  living  conditions.  They 
have  tended  to  impose  even  greater  demand  on  women's  limited 
resource  base,  especially  time  and  energy.  Growing  unemployment 
and  declining  wages  have  forced  women  to  make  up  for  the  loss  of 
cash  earnings  by  increasing  their  contribution  to  the  family  income 
to  meet  basic  subsistence  requirements. 

o  Children  have  been  suffering  unnecessarily  through  the 
neglect  of  their  needs  in  the  making  of  economic  policies, 
nationally  and  internationally.  UNICEF  declared  that  after  three 
decades  of  remarkable  progress  the  condition  of  children  in 
third-world  countries  started  to  deteriorate  in  the  1970s.  The 
rate  of  reduction  in  infant  mortality  slowed,  as  did  the  progress 
of  raising  economic  welfare,  schooling,  and  provision  of  other 
basic  needs. 
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o  A  decline  in  government  expenditure  on  education  has  caused 
an  overall  decline  in  educational  quality  because  of  an 
insufficient  number  of  teachers,  a  lack  of  appropriate  local 
infrastructure,  school  books,  etc.  The  effects  have  been  seen  ir 
an  increase  in  number  of  school  drop-outs,  failure  rates,  and 
illiteracy  rates. 

Whether  IMF  structural  adjustment  policies  have  been  solely 
responsible  for  this  deterioration  of  living  conditions  of  the  poor 
is  unclear.  Neither  has  it  been  possible  to  attribute  the  caust  of 
deterioration  of  the  economic  situation  of  these  countries  solely 
to  the  IMF.  In  many  cases  the  effects  of  the  world  recession, 
declining  capital  flows,  high  interest  rates,  and  local  wsacher 
conditions  have  contributed  to  the  duration  of  the  economic 
recession  of  third  world  countries. 

But,  one  thing  is  strikingly  clear:  the  IMF  has  not  taken  any 
efficient  measure  to  protect  the  poorest  sectors  of  society  and  the 
environment.  Analysis  showed  that  the  heaviest  burden  or 
adjustment  has  been  placed  on  the  poorest  in  the  society.  This 
alone  should  have  indicated  the  need  for  change  in  the  traditional 
IMF  structural  adjustment  policies,  and  in  the  way  the  IMF  is 
staffed  and  operated. 

The  Fund's  decision  not  to  provide  basic  human  needs  of  the 
population  can  be  evaluated  morally  on  the  basis  of  the  Africen 
proverb:  "Give  a  rich  man  less  food  and  he  becomes  thin,  give  a 
poor  man  less  food  and  he  dies."  Not  to  respond  to  the  needs  of 
the  poor  is  not  only  unethical,  it  is  also  very  inefficient.  When 
the  significant  part  of  the  future  generation  consists  of 
illiterate  or  malnourished  people,  it  is  hard  to  imagine  they  ^ein 
form  the  base  of  an  productive  society. 

3.  Environment 

While  initially  little  research  had  been  done  on  the  impact  of 
SAPs  on  the  environment,  the  available  studies  indicated  linkages 
between  structural  adjustment  measures  and  the  depletion  of  natural 
resources  in  at  least  three  ways.  Recent  studies,  produced  by  tne 
World  Resource  Institute,  and  the  World  Wildlife  Fund  confirmed  the 
original  findings. 

Structural  adjustment  programs  have  caused  governmentj  of 
developing  nations  to  reduce  government  expenditure  on  natural 
resource  management,  compelling  these  governments  to  cut  or  delay 
the  implementation  of  conservation  measures  that  could  preserve 
environmental  quality. 

The  emphasis  on  increased  export  production  has  mainly  led  to 
an  acceleration  of  the  exploitation  of  natural  resources  without 
regard  to  longer  term  sustainability  and  other  values.  Examples  are 
the  cutting  of  the  rainforest,  the  huge  loss  of  wetlands  and 
mangroves,  and  the  shift  away  from  the  traditional  subsistence 
farming  to  the  export  driven  monoculture  crop  agriculture. 

Measures  taken  by  the  governments  in  order  to  comply  with  the 
two  main  requirements  of  structural  adjustment  policies 
increased  exports  and  decreased  domestic  consumption  —  have 
increased  hardships  on  the  poor.  Having  less  access  to  resources 
and  being  pushed  onto  marginal  lands  has  forced  the  poor  to  overuse 
the  scarce  resources  available  to  them. 

VIII.  Nuclear  Power  in  Central  and  Eastern  Europe  (CEE) 

One  of  the  most  pressing  environmental  issues  in  Central  and 
Eastern  Europe  is  the  fate  of  the  Soviet-built  nuclear  power 
reactors  that  could  well  produce  another  Chernobyl-type  disaster. 
Indeed  15  Chernobyl-design  reactors  are  still  operating  in  r.he 
region.  U.S.  and  multi-lateral  policy  towards  these  ecological 
time-bombs  has  been  notably  complacent. 
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Friends  of  the  Earth  England  recently  completed  an  analysis  of 
Western  aid  to  the  nuclear  power  sector  in  CEE  as  of  15  November, 
1992.   The  report  reveals  that: 

1)  The  total  sum  of  money  provided  to  date  by  Western  governments 
to  the  CEE  nuclear  sector  —  less  than  $800  million  is  tiny 
compared  to  multi-billion  dollar  needs  to  close  down  and 
decommission  the  region's  chronically  unsafe  reactors,  including 
15  of  the  Chernobyl  design;  while  expensive  compared  to  the  costs 
of  an  accident,  addressing  the  problem  now  is  cheap; 

2)  Twice  as  much  of  that  money  is  going  toward  expanding  nuclear 
power  generation  as  is  going  towards  improving  reactor  safety; 

3)  The  U.S.  contribution  exemplifies  this  imbalance.  While  a 
paltry  $15  million  is  going  into  reactor  safety  through  AID,  the 
KRC,  and  the  DoE,  the  Export-Import  Bank  has  offered  a  $136 
million  loan  to  Westinghouse  to  complete  a  partially  constructed 
reactor  at  Temelin  in  the  Czech  Republic. 

The  British  report  follows  Friends  of  the  Earth  U.S. 's  earlier 
publication  of  Russian  Roulette,  a  report  which  showed  that  closing 
Soviet-built  nuclear  power  plants  throughout  CEE  was  ecologically 
imperative  and  economically  sensible  given  that  energy  efficiency 
measures  and  safer  gas-fired  power  stations  could  comfortably  cover 
the  region's  energy  needs.  CEE  countries  are  between  one  half  and 
one  fifth  as  efficient  in  their  use  of  energy  as  the  countries  of 
the  West.  World  Bank  analysis  indicates  larae  efficiency 
improvements  coming  with  the  introduction  of  market  economics. 
Over  time,  the  region  should  need  less,  not  more,  electricity 
generating  capacity.  We  would  also  like  to  point  out  the  U.S. 
support  for  the  completion  or  operations  of  reactors  in  this 
region,  or  indeed  anywhere  in  the  world,  opens  up  murky  questions 
of  liability  should  a  plant  explode.  Keep  in  mind  that,  while  the 
estimates  are  'soft',  the  Chernobyl  disaster's  economic  costs  have 
been  of  a  magnitude  comparable  to  the  U.S.'s  Savings  and  Loan 
bailouts. 

This  situation  points  to  three  important  necessary  policy 
changes: 

a)  It  should  be  a  policy  of  the  U.S.  Government  not  to  provide 
assistance  for  expansion  of  nuclear  power  in  Central  and  Eastern 
Europe  through  either  bilateral  bodies  such  as  the  Ex-Imp  Bank  or 
multilateral  institutions  such  as  the  EBRD. 

b)  The  Ex-Imp  Bank  should  require  Environmental  Impact  Statements 
in  accordance  with  the  National  Environmental  Policy  Act  (NEPA) 
for  the  projects  it  funds. 

c)  The  U.S.  needs  an  aggressive  national  policy  to  close  these 
reactors.  If  one  blows  up,  not  only  will  the  human  and 
environmental  costs  be  devastating  but  the  economic  losses  could 
well  upset  one  or  more  nation's  whole  economic  recovery  plans. 
The  State  Department,  AID,  DoE,  EPA  and  other  relevant  Agencies 
should  bring  forward  a  plan  to  close  down  and  decommission  the 
dangerous  reactors  in  Central  and  Eastern  Europe.  At  the  same 
time  through  both  bilateral  and  multilateral  assistance  the  U.S. 
should  be  promoting  efforts  to  improve  the  region's  energy 
efficiency,  which  would  not  only  allow  for  the  shutdown  of  the 
nuclear  plants,  but  would  also  cut  other  energy-sector  related 
pollution. 

IX.  Inter-American  Development  Bank 

The  Inter-American  Development  Bank  has  made  progress  on 
environmental  issues  in  the  past  three  years,  especially  within  the 
Bank's   Environmental   Department.   There   are   more   qualified 
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environmental  specialists  reviewing  loans  ?or  their  potential 
environmental  impact;  the  number  of  large  infrastructure  projects 
being  funded  by  the  Bank  has  decreased;  and  the  Bank  seems  in 
general  to  be  giving  greater  weight  to  environmental  considerations 
in  its  regular  lending  activities.  For  example,  the  Environment 
Department  now  provides  Executive  Directors  with  environmental 
briefs  on  most  loans.  These  briefs  attempt  to  identify,  at  early 
stages  of  the  loan  cycle,  some  potential  environmental  impacts  of 
the  proposed  loan.  However,  recent  changes  in  the  environmental 
screening  process,   the  structure  of  the  Bank's  Environmental 
Management  Committee,   and  a  persistent  hostility  by  non-U. S. 
Executive  Directors  to  the  Pelosi  Amendment  threaten  to  undermine 
these  gains.  It  is  particularly  troubling  that  the  Environmental 
Management  Committee  no  longer  has  a  representative  from  the 
Environment  Department.  This  committee,  which  assigns  environmental 
categories  to  loans  that  determine  whether  an  environmental  impact 
assessment  is  required,  is  now  officially  made  up  of  management  and 
staff  from  a  number  of  departments  but  curiously  excludes  its  own 
Environment  Department  from  decision-making.  This  is  not  a  good 
sign. 

Nor  is  it  encouraging  that  the  Bank's  environment  and  natural 
resources  policy  dates  back  to  1979.  While  related  policies  have 
been  updated  (for  example  for  forests  and  urban  development)  and 
environmental  assessments  on  loans  likely  to  have  a  negative  impact 
are  carried  out  as  part  of  the  project  cycle,  the  fundamental 
guiding  policy  statement  is  hopelessly  outdated  and  should  be 
revised  to  reflect  current  issues  and  trends. 

Moreover,   environmentalists   in  Latin   America  are   also 

concerned  about  a  number  of  projects  that  the  IDE  is  currently 

carrying  out  or  in  the  process  of  preparing.  The  following 
highlights  a  few  problem  projects: 

*  Ecuador  Cuenca-Molleturo-Naranjal  Road,  Azuay,  Ecuador:  A  report 
from  an  environmental  group  in  Ecuador,  dated  June  1,  1992,  raised 
serious  concerns  about  this  IDE-financed  road  project,  construction 
of  which  began  in  November,  1988.  During  the  Ecuadoran  winter  of 
1992,  poor  environmental  safeguards  of  the  112  km  road  caused 
disastrous  flooding,  erosion,  and  other  problems.  A  special 
commission,  formed  by  affected  communities  and  the  environmental 
group  Tierra  Viva  (which  is  a  member  of  FoE  International) , 
inspected  the  and  reported  that  in  the  worst  affected  areas, 
several  houses,  fields  of  crops,  a  school,  and  a  road  to  a  mine 
were  destroyed.  About  450  hectares  have  been  affected  by 
landslides.  Changes  to  drainage  patterns  have  exacerbated  soil 
erosion,  and  caused  the  destruction  of  forested  areas,  footpaths, 
reservoirs  and  water  pipes.  Four  pedestrian  bridges  across  the 
river,  connecting  several  communities,  have  been  destroyed. 
Ultimately,  the  road  project  has  changed  the  course  of  surface 
drainage,  causing  floods,  disruption  of  irrigation  canals, 
siltation  of  the  Rio  Tamarindo,  and  loss  of  wildlife  habitat. 
Because  the  affected  communities  are  now  inaccessible,  public 
health  is  threatened  as  it  is  impossible  to  carry  out  vaccination 
campaigns.  Six  cases  of  cholera  have  been  diagnosed  and  other  cases 
will  be  difficult  to  tend. 

*  Hidrovia:  The  IDE  is  currently  financing,  through  a  technical 
assistance  grant,  several  feasibility  studies  for  an  enormous 
project  covering  two  river  systems  and  five  countries  (totalling 
about  1.75  million  square  kilometers)  called  the  Hidrovia,  or 
Waterway.  The  concept  of  the  project  is  to  make  the  Paraguay  and 
lower  Parana  Rivers  navigable  to  ocean-going  ships  and  barges  24 
hours  a  day,  365  days  a  year.  To  do  this,  the  rivers  would  need  to 
be  dredged,  straightened,  and  otherwise  "tamed".  While  the  studies 
are  not  yet  underway,  there  is  already  serious  concern  among 
environmental,   indigenous,   and   development   NGOs   as   to   the 
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ecological  and  social  implications  for  the  region  of  Hidrovia, 
which  includes  one  the  largest  and  most  important  inland  wetlands 
in  all  of  South  America,  the  Pantanal,  in  the  Brazilian  state  of 
Mato  Grosso. 

*  Indigenous  People's  Fund:  At  the  initiation  of  the  Bolivian 
government,  the  IDB  has  established  an  Indigenous  People's  Fund  to 
support  the  "self-development  process"  of  indigenous  peoples  of  the 
region.  The  Fund  currently  has  no  money  in  it;  moreover,  there  have 
been  questions  raised  about  the  effective  participation  of 
indigenous  leaders  in  the  creation  and  operation  of  the  fund,  while 
the  Fund  is  a  good  idea,  it  can  only  work  if  it  is_conceptually  and 
administratively  led  by  indigenous  peoples  rath"er  than  well-meaning 
bureaucrats  in  Washington.  Indigenous  peoples  organizations  need  to 
be  directly  involved  in  formulating  the  Fund's  operational  policies 
and  priorities,  and  in  decision-making  once  the  Fund  is 
operational. 

An  opportunity  to  make  significant  changes  in  the  IDE's  role 
in  the  region  is  during  the  negotiations  for  the  Bank's 
Replenishment  during  1993.  The  U.S.  should  pay  special  attention  to 
improving  the  environmental  assessment  process,  strengthening  the 
environmental  department,  and  updating  environmental  policies. 
Further,  the  current  review  of  the  loan  portfolio,  similar  to  the 
World  Bank's  "Wappenhans  Report",  should  include  an  audit  of  the 
environmental  affects  of  IDB  lending. 

X.   United  Nations 

As  a  preliminary  note  we  believe  that  all  the  1,0,  and  P 
accounts  should  be  separate  from  anything  the  US  decides  to  do  on 
the  Global  Environmental  Facility. 

A.  United  Nations  Environment  Programme  (UNEP) 

In  constant  1987  dollars  the  U.S.  contribution  to  UNEP  shrunk 
from  $16  million  in  1979  to  about  $15  million  in  1992.  For  1993 
President  Bush  proposed  to  cut  UNEP  from  last  year's  level,  but 
Congress  increased  funding  to  $22  million,  of  which  $1  million 
actually  went  to  the  State  Department. 

UNEP  has  a  new  executive  director  Elizabeth  Dowdeswell,  whom 
Friends  of  the  Earth  finds  very  impressive.  We  urge  the  Committee 
to  substantially  increase  the  UNEP  contribution  to  $30  million  for 
fiscal  1994.  The  increase  is  justified  for  several  reasons.  The  UN 
Conference  on  Environment  and  Development  in  Rio  de  Janeiro  with 
Agenda  21  has  placed  large  new  responsibilities  on  UNEP. 
Furthermore,  there  is  a  need  for  UNEP  to  have  special  environmental 
assessment  teams  to  plug  into  development  proposals  of  UNDP  and 
other  UN  agencies  throughout  the  world  on  an  as-needed  basis  in 
order  to  get  better  quality  in  development  projects. 

B.  International  Union  for  the  Conservation  of  Nature  (lUCN) 

lUCN  estimated  that  the  U.S.  provided  4.6%  of  its  total 
contributions  for  1991.  Congress  appropriated  about  $1  million  for 
lUCN  for  1993.  The  current  lUCN  budget  is  approximately  $30 
million,  and  Friends  of  the  Earth  would  like  to  see  the  U.S. 
contribution  increased  to  about  $8  million  or  roughly  25%  of  lUCN's 
total. 

C.  World  Heritage  Fund 

This  important  Fund  was  established  to  identify  and  protect 
areas  of  unusual  natural,  historical,  or  cultural  value.  There  are 
currently  over  300  designated  sites  worldwide.  The  Fund  provides 
about  $2.9  million  in  grants  to  member  nations  annually  for 
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technical  assistance,  training,  and  management.  Significantly 
increased  funding  is  justified,  especially  for  biodiversity 
projects.   In  1993  Congress  appropriated  $450,000. 


D.  Ramsar  Convention  on  Wetlands  of  International  Importance 

Under  this  treaty,  to  which  the  U.S.  became  a  party  in  1986, 
participating  nations  designate  wetlands  within  their  jurisdiction 
for  inclusion  on  a  list  of  significant  sites.  More  than  400  sites 
covering  roughly  30  million  hectares  have  been  listed  to  date.  The 
U.S.  provided  $250,000  for  the  first  time  to  Ramsar  in  1991.  In 
1993  Congress  increased  funding  to  $750,000.  Increased  funding  is 
needed  to  provide  urgent  help  to  monitor  listed  sites  and  to 
conserve  wetlands  in  developing  countries. 

E.  Convention  on  International  Trade  in  Endangered  Species  (CITES) 

The  CITES  secretariat  is  chronically  short  of  funds  and  has 
been  forced  to  accept  contributions  from  private  organizations, 
including  interest  groups  such  as  the  Japan  Ivory  Traders 
Association.  In  1991  Congress  appropriated  $750,000  to  pay  back 
dues.  In  1993  Congress  appropriated  $1  million.  The  US 
contribution  to  CITES  should  be  raised  to  approximately  25%  of  its 
budget  or  about  $1.23  million. 

F.  UN  Gulf  War  Claims  Commission 

The  House  of  Representatives  passed  a  resolution  (H.Con. 
Res. 246}  last  year,  urging  the  Claims  Commission  to  devote 
substantial  attention  to  environmental  restoration  of  the  Persian 
Gulf  in  the  aftermath  of  the  war.  The  Claims  Commission  does  not 
have  environmental  concerns  high  on  its  agenda.  We  urge  this 
Committee  to  reiterate  the  message  that  environmental  quality  in 
the  Gulf  needs  to  be  addressed  for  the  long-term  well-being  of  the 
people  and  that  at  least  some  portion  of  the  initial  Fund  should  be 
devoted  to  addressing  the  environmental  damages  of  the  largest  oil 
spill  ever  on  land  as  well  as  the  largest  ever  on  sea. 

Friends  of  the  Earth's  discussion  with  the  Claims  Commission 
last  year  revealed  some  interest  in  environmental  problems,  but  its 
first  priority  was  to  pay  the  airplane  tickets  of  people  who  had  to 
leave  Kuwait. 


APPENDIX  I: 

Suggested  NGO  Points  Regarding  the  Tenth  Replenishment  of  IDA 

In  negotiatiating  the  tenth  capital  replenishment  of  IDA,  the 
following  items  should  receive  consideration  for  implementation  - 

(1)  the  World  Bank  ensure  public  accountability  and  public 
participation  in  the  use  of  IDA  resources  by  — 

(A)  revising  the  World  Bank's  Directive  on  Disclosure  of 
Information  to  ensure  that  complete  information  on  all  IDA 
operations  is  fully  available  to  the  public  at  every  stage  of  the 
project  cycle; 

(B)  establishing  written  procedures  requiring  consultation 
with  and  participation  of  affected  populations  and  interested 
non-governmental  organizations  (hereinafter  "NGOs")  in  all  stages 
of  all  IDA  operations;  and 

(C)  establishing  an  independent  appeals  mechanism  to 
receive  and  investigate  complaints  from  members  of  the  public  on 
violations  of  World  Bank  policies  and  loan  and  credit  agreements; 
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(2)  IDA  undertake  a  review,  to  be  completed  no  later  than  July 
31,  1993,  of  all  ongoing  projects  involving  forced  resettlement  of 
populations  in  order  to  ensure  their  compliance  with  the  World 
Bank's  policy  on  involuntary  resettlement; 

(3)  IDA  disqualify  countries  engaging  in  patterns  of  gross 
violations  of  in  ternationally  recognized  human  rights  from 
receiving  IDA  credits;  (4)  IDA  make  poverty  reduction  a  higher 
priority  by  — 

(A)  implementing  extensive  poverty  assessments,  involving 
NGOs  and  affected  peoples, in  each  country  where  IDA  is  active; 

(B)  shifting  lending  to  countries  whose  governments 
maintain  pro-poor  policies  as  defined  in  consultations  with  local 
populations; 

(C)  conducting  annual  reviews  of  progress  toward 
poverty  reduction  in  all  borrowing  countries; 

(D)  increasing  the  number  and  amount  of  credits  for 
targeted  interventions  to  reduce  poverty;  and 

(E)  integrating  gender  analysis  fully  into  all  IDA 
operations; 

(5)  The  World  Bank  reduce  IDA  structural  and  sector  adjustment 
lending  and  ensure  that  remaining  adjustment  lending  is  focused  on 
poverty  reduction  and  environmental  sustainability  by  — 

(A)  reducing  structural  adjustment  lending  so  that,  as  soon 
as  possible  and  no  later  than  IDA  Fiscal  Year  1993,  adjustment 
credits  approved  for  any  borrowing  country  shall  account  for  no 
more  than  ten  per  centum  of  the  value  of  all  IDA  credits  approved 
for  that  country  in  that  year; 

(B)  providing  documentation  for  all  proposed  adjustment 
credits  demonstrating  how  such  credits  will  support  poverty 
reduction  efforts  in  the  borrowing  countries; 

(C)  revising  the  World  Bank's  Operational  Directive  on 
Environmental   Assessment   to   require   preparation   of   full 
environmental  assessments  for  all  proposed  adjustment  loans  and 
credits; 

(6)  IDA  assist  borrowing  countries  to  adopt  environmentally  and 
economically  sustainable  energy  development  strategies  by  — 

(A)  establishing  a  policy  that  all  credits  in  the  energy 
sector  be  based  on,  or  where  necessary  support  development  of, 
integrated  energy  resource  plans  that  consider  investments  in 
end-use  energy  efficiency  and  non-conventional  renewable  energy 
options; 

(B)  hiring  new  staff  with  professional  training  and 
experience  in  implementing  end-use  energy  efficiency  programs  and 
developing  non-conventional  renewable  energy  technologies  and 
establishing  training  programs  in  these  areas  for  existing  staff; 

(7)  IDA  assist  borrowing  countries  to  develop  sustainable 
freshwater  supply  systems  by  — 

(A)  establishing  a  comprehensive  water  resource  policy  that 
requires  IDA  and  its  borrowers  to  implement  an  integrated, 
least-cost  approach  to  planning  for  and  investing  in  water  resource 
development  projects;  and 

(C)  giving  highest  priority  in  the  identification  and 
preparation  of  IDA  credits  to  water  conservation  programs,  water 
use  efficiency  improvements,  and  water-conserving  technologies. 
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APPENDIX       II: 


February  23,  1993 


OPEN  LETTER 

TO  THE  GEF  PARTICPANTS' 

MEETING  ON  GOVERNANCE  AND 
REPLENISHMENT 

(Rome,  March  4-5,  1993) 


Dear  Participant, 

We  welcome  your  ongoing  efforts  on  the  restructuring  of  the  Global  Environment 
Facilitx  (GEF)'to  ensure  that  it  may  become  a  transparent  and  accountable  financial 
mecha'msm  that  is  able  to  effectively  help  address  the  growing  global  environmental 
crisis. 

We  would  like  to  reiterate  some  of  our  central  concerns  with  regard  to  GEF 
Go\ernance,  which  have  so  far  not  been  successfully  addressed  by  the  GEF.  In 
addition  we  describe  the  areas  that  should  be  covered  by  the  terms  of  reference  for 
the  evaluation  of  the  GEF  pilot  phase.  This  paper  is  focused  on  the  World  Bank's 
role  because  of  its  present  control  over  most  aspects  of  GEF  management.  The  78 
organizations  from  24  countries  which  have  signed  this  letter  look  forward  to  a 
productive  dialogue  with  you  about  our  concerns  and  proposals. 


Governance  Issues: 

(1)  Transparency 

Discussions  on  restructuring  the  GEF  began  at  a  special  meeting  of  participants  in 
Geneva  in  February  1992.  A  central  request  put  forward  by  participants  at  this 
meeting  was  for  GEF  activities  to  be  carried  out  in  a  transparent  manner,  with  open 
disclosure  policies  and  with  full  and  timely  availability  of  information.  As  a  result, 
the  World  Bank  prepared  a  draft  information  disclosure  policy  which  was 
distributed  to  the  participants  at  the  last  reg^ilar  Participants'  Assembly  meeting  in 
Abidjan  in  December  1992  That  draft  outlined  an  information  policy  that  would 
have  upheld  the  World  Bank's  current  practice  of  withholding  project  documents 
that  are  critical  for  informed  decision-making  from  the  Participants,  the  Scientific 
and  Technical  Advisory  Panel,  and  the  communities  directly  affected  by  the 
projects.  Several  participants  objected  to  the  proposed  information  policy  and 
prevented  it  from  being  adopted  as  official  GEF  policy  in  early  January  1993. 

New,  more  than  a  year  after  participants  first  called  for  transparency,  no  progress 
appears  to  have  been  achieved  on  this  critical  issue.  We  urge  the  Participants  to 
demand  that  the  World  Bank  formulate  a  policy  that  will  grant  full  access  to 
information  on  GEF  projects  and  associated  World  Bank  loans  throughout  the 
project  cycle  to  the  Participants,  the  STAP  and  affected  cc.  imunities.    The  World 
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Bank  as  trustee  of  the  GEF,  should  not  be  blindly  trusted  with  managing  GEF  funds 
without  public  scrutiny,  consultation  and  input. 

The  World  Bank  should  be  making  special  efforts  to  develop  participatory  and 
consultative  mechanisms  that  will  dramatically  improve  its  performance. 

(2)  Quality  Control  of  GEF  Projects 

A  recent  internal  World  Bank  study  (the  Wapenhans  Report)  found  that  more  than 
one  third  of  World  Bank  projects  are  failing,  according  to  the  Bank's  own  criteria, 
and  that  the  situation  is  worsening.  Many  of  the  same  problems  identified  by  the 
Wapenhans  Report  as  underlying  the  World  Bank's  poor  performance  record  are 
present  in  the  current  GEF,  such  as  a  highly  centralized  management  structure 
which  is  more  focused  on  rapid  project  processing  than  on  developing  country 
needs  and  qualit\  control  of  projects. 

A  continuation  of  the  present  system,  where  the  Scientific  and  Technical  Advisory 
Panel  (STAR)  focuses  mainly  on  ensuring  the  thematic  and  regional  balance  of  the 
GEF  project  portfolio,  has  no  access  to  documentation  on  associated  World  Bank 
loans,  and  is  not  staffed  and  equipped  to  conduct  independent  individual  project 
review,  is  inadequate  and  insufficient. 

We  recognize  that  the  Participants  have  stated  that  no  new  institution  be  put  in 
place.  However,  the  international  community  did  not  intend  for  80%  of  all  GEF 
imestment  projects  to  be  simple  additions  to  regular  World  Bank  loans,  which  the 
public  has  no  right  to  know  about  and  which  in  many  cases  undermine  GEF  goals. 
The  GEF  could,  however,  make  use  of  the  World  Bank's  comparative  advantage  in 
the  finance,  technical  and  banking  areas,  without  giving  it  the  lead  role  in  protecting 
the  global  environment--an  area  where  it  has  little,  if  any,  credibility. 

Participants  should  seriously  consider  alternative  governance  options.  No  bloated 
new  bureaucracy  is  needed  to  create  an  effective  institution.  An  independent 
technical  review  process,  serviced  by  a  GEF  Secretariat  that  is  independent  of  the 
implementing  agencies,  would  assist  Participants  in  reviewing  GEF  project 
proposals,  monitor  projects  throughout  implementation,  and  evaluate  them  after 
completion. 

Approval  of  GEF  projects  should  be  in  the  hands  of  the  Participants'  Assembly, 
subject  to  appropriate  coordination  with  the  Conference  of  Parties  to  the  relevant 
global  con\entions.  Independent  of  the  outcome  of  the  current  discussions  on 
various    options  for  a  democratic    decision-making  system  in    the     Participants' 
Assembly,  all  project  approval  should  be  conditional  on  a  very  high  degree  of 
consensus  among  all  parhcipants.   In  this  context,  we  submit  that  it  is  important  for 
the  Conferences  of  Parties  to  the  respective  global  conventions  to  have  major  roles  in 
setting  program  directions  within  their  areas  of  expertise. 

(3)  Public  Participation 

While  there  seems  to  be  consensus  about  the  importance  of  public  participahon  in 
the  GEF,  the  GEF's  pilot  phase  has  made  little  headway  in  establishing  a  process 
whereby  affected  communities  and  NGOs  are  integrated  into  the  GEF  project  cycle. 
We  welcome  the  GEF  s  plan  to  present  an  options  paper  on  NGO  participation  at 
the  next  Participants  Assembly  meeting  in  Beijing,  provided  there  is  substantial 
NGO  input  for  the  p.nper. 

Beyond  examining  the  options  for  NGO  cooperation  with  the  GEF  at  the  central 
level,  such  as  consultations  that  provide  NGOs,  Participants  and  Implementing 
Agencies  with  the  important  opportunity  to  interact,  it  is  our  hope  that  the  paper 
will  focus  on  the  useful  role  that  local  communities  and  developing  country  NGOs 
must  plav  in  project  identification,  design,  implementation  and  review  at  the 
country  le\  el.  We  also  urge  you  to  support  NGO  observer  status  in  the  Participants' 
Assemblv. 


85 

Basic  Parameters  for  Evaluation  of  GEF  Pilot 
Phase: 

We  welcome  the  GEFs  decision  to  proceed  with  an  evaluation  of  the  GEF  pilot 
phase.  In  \iew  of  the  inevitable  institutional  interests  that  the  implementing 
agencies  ha\e  in  the  outcome  of  the  evaluation,  it  is  aucial  that  it  be  conducted  in 
an  independent  and  open  manner.  At  the  Rome  meeting  Participants  will  be 
presented  with  draft  terms  of  reference  (TOR)  for  the  evaluation.  We  strongly 
recommend  that  there  be  an  open  discussion  of  the  TOR  with  representatives  from 
both  go\  ernments  and  NGOs  before  the  evaluation  is  commissioned,  in  order  to 
ensure  that  its  results  will  be  broadly  accepted  as  a  solid  basis  for  a  post-pilot  phase 
GEF. 

The  GEF  has  stated  that  the  evaluation  will  focus  on  process  and  not  on  projects, 
since  the  implementation  of  projects  is  not  advanced.  We  agree  with  the  focus  on 
process  only  if  process  is  very  broadly  defined  and  includes  a  field-based 
evaluation  component.  We  do  not  believe  that  the  evaluation  of  the  GEF  pilot-phase 
can  be  limited  to  a  desk  study  in  Washington,  D.C.  or  other  capital  cities.  The 
Wapenhans  Report  identified  lack  of  attention  to  the  projects  in  the  field  as  one  of 
the  underlying  causes  of  a  project  failure  rate  of  almost  40%.  The  evaluation  of  the 
GEF  pilot  phase  cannot  afford  to  ignore  the  reality  of  projects  on  the  ground,  even  if 
the  projects  are  in  a  very  early  stage. 

The  following  section  outlines  the  main  areas  and  questions  that  we  recommend  be 
indudrd  in  the  Terms  Of  Reference  of  the  evaluation. 

(1)  Decision  Making  Processes 

We  suggest  the  following  questions: 

•  How  are  GEF  projects  chosen?  Do  they  form  part  of  an  overall  strategic 
framework  that  is  aimed  at  making  significant  progress  in  protecting  biodiversity, 
alleviating  the  threat  of  climate  change,  protecting  marine  ecosystems,  and  avoiding 
ozone  deplehon? 

•  As  Participants  have  access  only  to  limited  documentation  on  GEF  projects 
in  the  work  program  and  no  information  on  associated  World  Bank  loans,  who  takes 
decisions  on  both  the  projects  to  be  chosen  and  the  levels  of  funding? 

'  How  have  the  STAP  and  the  partner  implementing  agencies  been  able  to 
evaluate  the  80%  of  World  Bank  GEF  projects  which  are  attached  to  larger  World 
Baiik  loans,  if  the\'  had  no  access  to  documentation  on  the  associated  loan? 

•  Who  is  ultimately  responsible  for  GEF  project  quality  control  and  can  be 
held  accountable  should  the  project  have  negative  environmental  and  social 
impacts? 

•  Where  is  the  locus  of  accountability  within  the  GEF?  For  example,  what 
recourse  is  there  for  local  communities  to  voice  grievances  about  negative  impacts 
of  a  project? 

•  How  has  the  concept  of  incremental  costs  been  defined  and  applied  during 
the  GEF  pilot  phase,  especially  with  regard  to  biodiversity  and  climate  projects' 

•  What  is  the  process  of  decision-making  among  and  within  the  implementing 
agencies,  for  example  on  the  GEFs  Legal  Framework  paper  that  was  presented  at  the 
Abidjan  meeting'  What  has  been  the  process  by  which  the  Participants  have 
adopted  the  Legal  Framework  paper? 
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•  What  actions  has  the  GEF  taken  as  a  result  of  recomnnendations  and 
objections  by  Participants  with  regard  to  individual  projects  and  overall  policies? 

*  What  are  the  actual  costs  of  the  Pilot  Phase?  This  requires  an  overview  of 
use  of  financial  resources,  including  administrative  expenses;  project  preparation 
costs  with  separate  indications  for  costs  of  implementing  agencies,  international 
consultants  and  national  in-country  expertise;  actual  implementation  of  projects; 
and  the  cost  of  NGO  consultations  at  bi-annual  Participants'  Assembly  meetings. 


(2)  Field  Interviews 

The  need  for  community  participation  and  NGO  involvement  in  the  GEF  has  been 
recognized  and  the  GEF  has  continuously  emphasized  the  high  degree  of  public 
participation  in  its  projects.  Attached  is  a  list  of  projects  which  call  explicitly  for 
public  participation  (86.9%  of  all  biodiversity  projects  and  55.6%  of  all  GEF 
projects).     Furthermore,  the  STAP's  generic  criteria  require  that  all  GEF  projects  be 

"participatory  in  nature." 

Field  work  on  a  sample  group  of  those  projects  should  ascertain  the  nature  and 
scope  of  actual  community  and  NGO  participation  in  the  identification  and  design 
of  projects,  and,  where  applicable,  in  the  implementation  and  monitoring  of 
projects.    We  would  suggest  the  following  questions: 

•  Has  social  science  expertise  been  used  in  the  design  of  mechanisms  for  local 
participation? 

"  Have  standards  been  developed  to  ensure  that  local  needs  are  included  in 
the  project? 

•  What  has  been  the  degree  of  cooperation  between  the  GEF  agencies  and  both 
national  NGOs  and  international  NGOs,  keeping  in  mind  that  national  NGOs  play  a 
role  in  the  long-term  sustainability  of  the  project  after  international  NGOs  have 
returned  to  their  home  bases? 

•  Has  local  absorptive  capacity  and  the  in-country  institutional  framework 
determined  both  spending  priorities  and  volume  of  allocated  funds? 

•  What  measures  do  GEF  projects  take  to  assist  national  institutions  in 
building  long-term  techiiical  and  institutional  capabilities  to  ensure  project  viability 
once  foreign  assistance  has  been  reduced  or  ended? 


(3)  Impact  of  the  GEF  on  Overall  World  Bank  Lending 

When  public  doubts  first  were  raised  about  the  GEF  being  too  closely  dominated  by 
the  World  Baiik,  the  response  was  that  the  GEF  would  help  induce  reforms  at  the 
Bank  and  make  the  Bank's  overall  lending  operations  consistent  with  global 
emiroiiniental  goals.   We  suggest  the  following  questions: 

•  The  Wapenhans  Report  identified  the  emphasis  on  rapid  loan  processing 
and  insufficient  attention  to  the  sustainability  of  projects  in  the  field  as  the 
underlying  causes  for  the  World  Bank's  deteriorating  loan  portfolio.  What  lessons 
has  the  GEF  drawn  from  this  to  avoid  the  same  mistakes? 

•  What  indications  are  there  that  the  GEF  has  led  to  more  transparency  at  the 
Bank  and  in  Bank  operations? 

•  How  have  GEF  projects  affected  associated  World  Bank  loarxs? 
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•  How  have  the  GEF's  program  areas  affected  overall  Bank  lending  for  energy, 
industrial  development  and  natural  resources  management? 

•  Has  the  centralized  GEF  management  at  the  World  Bank  (the  GEF  chairman, 
administrator  and  coordinator  are  all  World  Bank  staff,  the  Bank  is  the  trustee  of  the 
core  fund  and  in  charge  of  all  GEF  investment  projects)  been  conducive  to 
traiisparency  and  accountability  with  regard  to  both  GEF  and  regular  World  Bank 
projects? 

(4)  Scope  of  the  GEF 

We  suggest  the  following  questions: 

•  Will  the  evaluation  include  an  assessment  of  the  choice  of  topics  for  the 
GEF,  including  protection  of  the  ozone  layer,  which  was  already  addressed  by  the 
Montreal  Protocol?  By  whom,  how  and  why  were  these  topics  chosen?  What 
comparatixe  advantage  does  the  Bank  have  on  biodiversity  projects,  protection  of 
international  rivers,  or  limiting  greenhouse  gases,  for  example? 

•  Will  the  evaluation  assess  the  utility,  efficacy  and  need  for  a  restructured 
GEF  in  relationship  to  the  global  conventions,  as  compared  to  other  alter.iatives? 

Respectfully  submitted. 


FUNDACION  PARA  LA  DEFENSA  DEL  AMBIENTE  (FUNAM) 
Argentina 

PAVANl 

Argentina 

CLIMATE  NETWORK  EUROPE 

Belgium 

INSTITUTO  DE  ESTUDOS  AMAZONICOS  E  AMBIENTAIS  (lEA) 

Brazil 

INSTITUTO  DE  PRE-HISTORIA,  ANTROPOLOGIA  E  ECOLOGIA  (IPHAE) 
Brazil 

VITAE  CIVILE-INSTITUTO  PARA  O  DESENVOLVIMENT,  MEIO  AMBIENTE  E  PAZ 
Brazil 

PROBE  INTERNATIONAL 
Canada 

INSTITUTO  DE  ECOLOGIA  POUTICA 
Chile 

RESEAU  ENVIRONNEMENTALE  DE  LA  COTE  D'lVOIRE 
Cote  d'lvoire 

COTE  D'lVOIRE  NATURE 
Cote  d'lvoire 

CESTA-CENTRO  SALVADORENO  DE  TECNOLOGIA  APROPRIADA 
El  Salvador 
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COLLECTIF  ENVIRONNEMENT  A  DIMENSION  INTERNATIONALE  (CEDI) 
France 

GREENPEACE 
France 

MOUVEMENT  NATIONAL  DE  LUTTE  POUR  L'ENVIRONNEMENT  (MNLE) 
France 

FIAN 
France 

GEYSER 
France 

FRAPEL-CEDI 
France 

ECOROPA 
France 

SOLIDARITE  FORET 
France 

NATURSCHUT2BUND  DEUTSCHLAND 

Germany 

WELTWIRTSCHAFT,  OEKOLOGIE  UND  ENTWICKLUNG  (WEED) 

Germany 

BUND  FUER  UMWELT  UND  NATURSCHUTZ  DEUTSCHLAND  (BUND) 
Germany 

URGEWALD 
Germany 

PRO  REGENWALD 
Germany 

REGENWAELDER  KAMPAGNE 
Germany 

GERMANWATCH 
Germany 

WALHI  (FRIENDS  OF  THE  EARTH) 
Indonesia 

CAMPAGNA  NORD/SUD 
Italy 

FRIENDS  OF  THE  EARTH  -  ITALY 
Italy 

FRIENDS  OF  THE  EARTH  -  AMAZONIA  PROGRAMME 
Italy 

GREENPEACE  -  ITALY 
Italy 
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CENTRO  INTERNAZIONALE  CROCEVIA 
Italy 

TERRA  NUOVA 
Italy 

MANITESS 
Italy 

AMERINDIA 
Italy 

LEGAMBIENTE 
Italy 

CENTRO  REGIONALE  D'INTERVENTO  PER  LA  COOPERAZIONE  (CRIC) 

Italy 

JAPAN  TROPICAL  FOREST  ACTION  NETWORK  (JATAN) 
Japan 

CASA  -  CITIZENS'  ALLIANCE  SAVING  THE  ATMOSPHERE 
Japan 

ECONEWS  AFRICA 
Kenya 

CLIMATE  NETWORK  AFRICA 
Kenya 

SAHABAT  ALAM  MALAYSIA  (FRIENDS  OF  THE  EARTH  MALAYSIA) 
Malaysia 

WORLD  RAINFOREST  MOVEMENT 
Malaysia 

ENVIRONMENTAL  PROTECTION  SOCIETY 
Malaysia 

SOCIETE  MAROCAINE  POUR  LE  DROIT  DE  L'ENVIRONNEMENT 
Morocco 

NETHERLANDS  COMMITTEE  FOR  I. U.C.N. 

Netherlands 

BothENDS 
Netherlands 

STICHTING  NATUUR  EN  MILIEU 
Netherlands 

GREENPEACE  INTERNATIONAL 
Netherlands 

NORWEGIAN  RAINFOREST  FOUNDATION 
Norway 
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FRIENDS  OF  THE  EARTH 
Norway 

FIVAS 
Norway 

GREEN  FORUM 
Philippines 

PHILIPPINES  RURAL  RECONSTRUCTION  MOVEMENT  (PRRM) 

Philippines 

THE  PHILIPPINE  CORE  GROUP  ON  CLIMATE  CHANGE 

Philippines 

SWISS  AID  AGENCIES  COALITION 

Switzerland 

ERKLAERUNG  VON  BERN 
Switzerland 

WORLD  WIDE  FUND  FOR  NATURE  -  WWF  INTERNATIONAL 

Switzerland 

EARTH  DAY  TAIWAN 
Taiwan 

GREEN  CONSUMERS  FOUNDATION 
Taiwan 

TAIWAN  EWNVIRONMENTAL  PROTECTION  UNION 
Taiwan 

ENDA  INTER-ARABE 
Tunisia 

THE  ECOLOGIST 
United  Kingdom 

FRIENDS  OF  THE  EARTH 

United  Kingdom 

OXFORD  RAINFOREST  NETWORK 
United  Kingdom 

SURVIVAL  INTERNATIONAL 
United  Kingdom 

ENVIRONMENTAL  DEFENSE  FUND 
United  States 

BANK  INFORMATION  CENTER 
United  States 

CENTER  FOR  INTERNATIONAL  ENVIRONMENTAL  LAW  (CIEL) 
United  States 
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NATURAL  RESOURCES  DEFENSE  COUNCIL 
United  States 

RAINFOREST  ACTION  NETWORK 
United  States 

GREENPEACE  U.S. 
United  States 

WORLDWISE 
United  States 

SIERRA  CLUB 
United  States 

FRIENDS  OF  THE  EARTH 
United  States 

CENTER  FOR  THE  DEVELOPMENT  OF  INTERNATIONAL  LAW 
United  States 

NATIONAL  WILDLIFE  FEDERATION 
United  Stales 

INSTITUTO  DEL  TERCER  MUNDO 
Uruguay 


[For  more  information  contact  Korinna  Horta,  Environmental  Defense 
Fund,  1875  Connecticut  Avenue,  NW,  Washington,  D.C.  20016,  Tel:  202- 
387-3500  /  Fax:   202-234-6049,   or  any  of  the  signatory  organizations.] 
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APPENDIX    III: 


May    5,     1992 

Mr.    Kimimasa  Tarximizu 

President, 

Asian  Development  Bank 

Manila,  Philippines 

Dear  President  Tarximizu: 

We  the  undersigned  have  come  to  this  25th  Annual  Asian 
Development  Bank  Meeting,  May  4-6,  1992,  in  Hong  Kong  to  deliver  a 
collective  message  of  concern  in  the  form  of  this  open  letter.  We 
represent  a  variety  of  NGOs  spanning  the  Asia-Pacific  region,  and 
some  countries  in  the  North,  and  have  come  to  articulate  the 
concerns  of  diverse  grassroots  constituencies  that  are  directly  or 
indirectly  affected  by  ADB  activities. 

The  core  of  our  message  is  this:  While  we  recognize  positive 
changes  in  the  Bank's  policies,  as  reflected  in  the  1991  Annual 
Report  and  other  relevant  documents,  we  remain  fully  convinced  that 
such  changes  do  not  as  yet  measure  up  to  the  urgent  challenge  of 
equitable  and  sustainable  development. 

Needless  to  say,  the  ADB  has  a  role  to  play  in  assisting  the 
Asia-Pacific  region  to  improve  the  lives  of  some  700  million 
inhabitants  from  their  poverty  situation,  as  well  as  in  ensuring 
the  viability  of  the  life  support  systems  of  more  than  a  quarter  of 
the  inhabitants  of  this  planet.  For  this  reason  alone,  apart  from 
the  ADB's  nature  as  a  public  institution,  we  have  more  than  enough 
reason  to  expect  the  Bank  to  be  more  accountable. 

We  appeal  to  you  to  put  your  influential  position  to  bear  on 
the  following  major  issues: 

1.  Flawed  Development  Model. 

The  Bank  remains  captive  to  the  conventional  development 
wisdom  that  sheer   increases   in  GNP  would   lead  to  poverty 
alleviation.    Growth  is  necessary  but  insufficient  to  attain 
poverty  alleviation  and  sustainable  development.  To  paraphrase  the 
UNDP,   economic  growth  and  human  development  are  organically 
related.    People  are  the  makers  of  growth,  and  growth  should 
therefore  uplift  people's  total  well-being.   But  in  the  whole  of 
Asia,  despite  positive  growth  in  many  countries,  the  overwhelming 
majority  of  the  people  remain  stuck  in  abject  poverty.   After  a 
quarter  of  a  century  of  promoting  this  model,  poverty  has  increased 
rather  than  decreased  in  many  countries  in  the  region.  The  quality 
of  life  for  the  majority  of  people  in  the  region  has  not  improved, 
in  spite  of  the  Bank's  $37.8  billion  in  lending  and  investments 
since  1966.   Under  these  circumstances,  we  strongly  challenge  the 
ADB's  development  model. 

Past  and  present  projects  funded  by  the  Bank  and  its  partners 
have  resulted  in  further  depletion  of  the  region's  already 
fast-shrinking  natural  capital  and  in  a  further  net  outflow  of 
resources  from  the  developing  member  countries  in  the  region  to  the 
donor  countries.  Given  the  enormous  social  and  ecological  impacts 
of  such  projects,  we  find  it  hard  to  believe  that  the  direction  of 
your  investment  and  lending  activities  will  lead  to  poverty 
reduction  and  environmental  restoration. 
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The  biggest  contradiction  in  the  Bank's  professed  objectives 
of  poverty  alleviation,  environmental  protection  and  sustainable 
development  is  found  in  its  advocacy  of  orthodox  structural 
adjustment  programs,  which  have  resulted  in  tremendous  social, 
environmental  and  human  costs.  As  long  as  the  Bank  continues  to 
champion  such  structural  adjustment  programs,  its  noble  objectives 
will  remain  rhetorical,  and  its  projects  will  have  a  negligible 
impact  on  poverty  reduction  and  sustainable  development. 

The  economic  model  utilized  and  promoted  by  the  ADB  falls 
short  in  terms  of  a  strategic  view  of  long-term  costs  and  benefits. 
There  appears  to  be  little  or  no  progress  in  this  direction.  Many 
projects  that  appear  to  be  cost  effective  using  an  eight  or  ten 
year  time  frame  will  not  be  profitable  if  the  longer-term  costs  are 
taken  into  account.  Conversely,  many  projects  whose  benefits  will 
not  come  fully  on  stream  for  longer  periods  will  not  even  be 
considered  for  investments  under  the  prevailing  methodological 
approach.  In  this  context,  the  question  must  always  be  asked,  for 
whom  is  a  project  cost  effective?  It  can  not  be  just  for  the  Bank 
only,  but  more  importantly  for  the  communities  which  have  to  pay 
the  environmental,  social  and  cultural  costs. 

We  urge  you  to  continue  to  examine  the  Bank's  policy 
assumptions  and  to  modify  these  in  ways  that  will  be  in  keeping 
with  equitable  and  sustainable  development.  The  ADB ' s  investment 
and  lending  policies  must  first  of  all  consider  the  interest  of 
communities  and  the  finite  nature  of  regional  as  well  as  global 
resources.  We  would  like  to  see  a  fundamental  shift  in  terms  of 
policy  and  budget  support  towards  projects  that  promote  equity, 
increase  household  and  community  incomes,  and  improve  basic  social 
and  economic  services. 

2.  Rhetoric  and  Practice. 

Despite  the  Bank's  environmental  rhetoric  and  its  newer  policy 
statements,  projects  in  the  process  of  implementation  and  in  the 
pipeline  continue  to  erode  the  natural  resource  base  and  to 
marginalize  communities.  We  urge  that  you  re-examine  the  ADB's 
current  activities  that  we  have  been  discussing  with  the  Bank's 
staff  at  this  meeting.  These  include  the  Masinloc  coal-  fired 
thermal  power  plants  in  the  Philippines,  the  11th  Road  Sector  loan 
in  Indonesia,  inappropriate  flood  control  projects  in  Bangladesh, 
the  artificial  reef  program  in  Malaysia,  the  Highland  Agricultural 
Development  Project  in  the  Philippines,  monoculture  timber 
plantations  in  Indonesia,  and  the  prevailing  pattern  of 
chemical-intensive  agriculture  fostered  by  the  ADB  in  the  entire 
region. 

We  question  whether  the  present  incentive  structure  rewards 
staff  sufficiently  for  the  nature  and  quality  of  loans  as  much  as 
for  the  volume  of  money  moved.  In  our  opinion,  an  appropriate  loan 
is  one  which  is  based  on  a  true  understanding  of  the  needs  of  the 
people,  and  which  improves  their,  c[uality  of  life  while  ensuring 
that  their  natural  resource  base  is  not  degraded.  It  is  essential 
that  staff  be  rewarded  for  the  overall  quality  of  the  projects  they 
are  managing,  and  for  having  full  regard  for  environmental  and 
social  factors.  Therefore,  we  challenge  the  Bank  to  develop 
creative  new  indicators  that  stress  the  "quality  of  life"  as  a 
measure  of  success.  Guidance  on  such  indicators  can  come  to  some 
extent  from  those  UN  agencies  that  work  on  social  issues.  We  also 
urge  the  Bank  to  review  its  sectoral  approach,  towards  a  socio 
eco-regional  approach. 

We  feel  that  the  ADB  still  does  not  have  an  adequate  number  of 
environmental  and  social  staff  with  the  appropriate  training  needed 
to  carry  forward  equitable  and  sustainable  development.  We 
recognize  that  there  has  been  some  improvement,  and  we  congratulate 
the  ADB  for  elevating  the  Environment  Unit  to  Office  status.  But 
the  number  of  employees  with  the  recjuisite  expertise  is  pitifully 
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small.  To  take  a  modest  example,  it  is  impossible  to  move  rapidly 
toward  sustainable  agriculture  and  Integrated  Pest  Management  (IPM) 
without  the  necessary  expertise,  and  capital  is  no  substitute  for 
this.  In  1991,  the  ADB  spent  a  token  amount  of  $270,000  for  one 
IPM  project.  This  is  only  0.0002%  of  the  $1,035  billion  the  ADB 
invested  in  the  agriculture  and  agro-industry  sector.  We  hope  that 
the  new  Social  Dimensions  Unit  will  provide  additional  expertise  to 
address  issues  that  are  deeply  interwoven  with  environmental 
concerns. 

In  practice,  the  ADB  rarely  if  ever  reconsiders  projects.  One 
recent  exception  is  the  East  Rapti  Irrigation  Project  in  Nepal. 
Had  it  not  been  for  NGOs,  the  Bank  would  not  have  had  the  necessary 
understanding  of  local  conditions.  In  this  connection,  the  ability 
of  the  ADB  to  actually  monitor  the  reality  of  proiects  on  the 
ground  is  very  limited.    Hence,  in  most  cases  information  is 
inadequate  to  be  able  to  evaluate  compliance  with  project 
conditions.   At  present  it  seems  that  the  ADB  does  not  carry  out 
systematic  post-evaluation  reviews  of  the  implementation  of  its 
environmental  and  social  policies  and  procedures. 

Institutionally,  the  ADB  still  has  not  developed  a  strategy 
for  dealing  with  crucial  global  issues  such  as  ozone  depletion, 
tropical  deforestation,  loss  of  biodiversity,  pesticide  poisoning, 
and  global  warming.  We  are  pleased  that  the  ADB  has  agreed  on  the 
outline  of  a  new  strategic  approach,  which  could  be  utilized  to 
address  these  issues  in  a  timely  way,  and  we  look  forward  to  it 
being  implemented.  For  example,  we  submit  that  the  Bank  should 
develop  a  strategic  plan  to  address  the  issues  being  considered  at 
the  Earth  Summit  in  Rio  next  month. 

3.  Information  Access,  Transparency  and  Accountability. 

The  first  step  in  the  planning  process  should  be  to  find  out 
what  local  people  want  and  need  in  order  to  improve  their  lives. 
It  is  part  of  their  human  rights  to  play  a  fundamental  role  in  the 
planning  and  decision  making  process,  and  not  to  have  decisions 
imposed  on  them.  This  is  what  we  call  the  democratization  of 
development. 

Although  there  has  been  some  improvement  in  this  regard, 
adequate  consultations  are  not  actually  taking  place  in  most  cases, 
nor  are  appropriate  materials  made  available  to  the  affected  people 
and  to  NGOs.  Public  participation  means  much  more  than  merely 
consultation  with  a  few  NGOs.  The  entire  process  of  planning 
projects  must  be  based  on  respect  for  the  existing  ways  of  life  and 
cultures  of  the  people,  and  be  carried  out  for  their  benefit.  The 
environmental  and  social  assessment  procedures  of  the  ADB  should 
provide  a  key  mechanism  for  holding  useful  consultations  with  the 
affected  people  and  the  intended  beneficiaries,  early  in  the 
planning  process  for  any  project  or  sector  loan. 

We  note  that  often  the  ADB  is  involved  in  feasibility  studies 
that  lay  the  foundation  for  sweeping  investments  by  other  entities, 
often  with  very  bad  environmental  and  social  results,  such  as  the 
pulp  and  paper  industry  development  in  Indonesia.  In  order  to  avoid 
this,  it  is  imperative  that  the  ADB  make  available  to  NGOs  and  the 
public  timely  information  about  projects  and  sector  loans  being 
considered,  as  well  as  the  documents  used  in  environmental 
assessments.  This  is  mostly  handled  at  present  on  an  ad  hoc  basis. 
So  long  as  the  assessments  and  other  documents  about  project  and 
sector  loans  are  considered  to  be  the  property  of  the  recipient 
governments,  it  is  difficult  to  see  how  there  will  be  adequate 
public  access  to  information  about  ADB  activities  in  those 
countries.   At  the  same  time,  it  is  difficult  for  NGOs  from  donor 
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countries  to  ensure  accountability  for  their  aid  funds  if  they  are 
not  able  to  review  the  documents. 

An  effective  ADB-NGO  liaison  is  needed  to  promote  equitable 
and  cooperative  relationships.  The  new  Social  Dimensions  Unit  may 
provide  a  vehicle  for  this.  We  look  forward  to  working  closely 
with  it  and  with  the  Environment  Office.  However,  we  must  note 
that  the  ADB's  present  practice  of  accreditation  of  NGOs  coming  to 
the  annual  meeting  is  discrilninatory  and  inappropriate.  NGOs  do 
not  represent  their  governments.  It  is  the  Bank  that  is  holding 
the  annual  meeting,  and  it  is  wrong  to  leave  a  veto  power  in  the 
hands  of  governments  over  which  NGOs  are  to  be  accredited.  We 
understand  that  some  governments  also  are  of  the  view  that 
accreditation  is  the  ADB's  responsibility. 

It  is  our  view  that  any  NGO  which  is  engaged  in  a  dialogue 
with  the  ADB,  and  wants  to  participate  at  the  annual  meeting, 
should  be  able  to  do  so.  We  suggest  that  the  ADB  adopt  a  simple 
registration  procedure  similar  to  the  ECOSOC  status  utilized  in  the 
UN  system,  so  that  any  NGO  working  on  ADB  issues  can  participate  at 
the  annual  meetings.  Ideally,  NGOs  should  have  a  form  of  Observer 
status  to  those  meetings.  These  suggestions  will  assist  in  the 
transparency  of  the  ADB  and  will  improve  the  access  to  information 
that  leads  to  productive  partnerships. 

On  the  positive  side,  we  appreciate  your  support  for  NGOs 
having  a  room  at  this  Annual  Meeting,  and  the  opportunity  once 
again  to  meet  with  you.  We  believe  that  your  leadership  over  the 
past  three  years  has  been  a  primary  reason  why  the  ADB  has  made 
some  genuine  progress  on  the  critical  issues  we  have  put  forward 
here.  We  urge  the  Bank  not  to  lose  what  momentum  has  been 
achieved,  and  to  move  rapidly  toward  the  more  fundamental  shifts 
that  we  have  outlined.  We  look  forward  to  a  continuing  dialogue 
with  you  and  your  staff  on  these  issues. 


Antonio  B.  Quizon 
Executive  Director, 
Asian  NGO  Coalition 
Manila,  Philippines 

Camena  Guneratne 
Environmental  Foundation 
Sri  Lanka 


Sincerely, 

Chip  Fay 

Director, 

Manila  Office 

Friends  of  the  Earth-USA 

Roel  Ravenera 
Asian  NGO  Coalition 
Manila,  Philippines 


Rey  Ureta 

ANGOC 

Manila,  Philippines 

Ross  Hughes 

Asian  Wetland  Bureau 

Kuala  Lumpur,  Malaysia 


Srisuwan  Kuankachorn 

Project  for  Ecological  Recovery 

Bangkok,  Thailand 


Chad  Dobson 

Bank  Information  Center/NOVIB 

Washington,  DC 

Mafruza  Khan 

Proshika  Manobik  Unnayan 

Kendra 

Dhaka,  Bangladesh 

Paiboon  Wattanasiritham 
Foundation  for  Thailand  Rural 
Reconstr-uction  Movement 
Bangkok,  Thailand 
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Elizabeth  Pua 
Legal  Rights  and  Natural 
Resources  Center 
Manila,  Philippines 

Gani  Serrano 

Philippine  Rural  Reconstruction 

Movement 

Manila,  Philippines 

Nicanor  Perlas 
Center  for  Alternative 
Development  Initiatives 
Manila,  Philippines 


Peter  Illig 
Director,  FOE 
Hong  Kong 


Filomomeno  Sta.  Ana 
Freedom  from  Debt  Coalition 
Manila,  Philippines 


Father  Dick  Timm 
Coordinating  Committee  for 
Human  Rights 
Dhaka,  Bangladesh 


Athena  Ronquillo 
Legal  Rights  and  Natural 
Resources  Center 
Manila,  Philippines 

Irwansyah  Hasibuan 
SINTESA  Foundation 
Medan,  Indonesia 


Mariko  Urano 

Japan  Tropical  Forest  Action 

Network  (JATAN) 

Tokyo,  Japan 

Faina  V.  Lucero 

ANGOC 

Manila,  Philippines 


Carol  Sherman 

Rainforest  Information  Center 

Lismore,  NSW 

Australia 


Sandra  Moniaga 

WALHI 

Jakarta,  Indonesia 


Nora  Sy.  Ibrahim 
Asia  Pacific  Peoples 
Environment  Network  (APPEN) 
Penang,  Malaysia 

Nonette  Royo 
Legal  Rights  and  Natural 
Resource  Center 
Manila,  Philippines 

James  N.  Barnes 

Head,  International  Dept. 
Friends  of  the  Earth-US 
Washington,  DC 
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WORLD  BANK  ENERGY  SECTOR  LOAJ>JS  1992 
Grand  Lending  Total:  $4,037  Billion 


'I>pe  of  Project 

Project  Name 

Loan  Amount  $US                 1 

Oil  aod  Gas  Development 

Alfcna 

ATgetsaia 

Hooduns 

Isdia 

PakifUB 

FuTt  Petroleum  Projecr 
H)4rucartioo  Eafineennt  Project 
Ener^  Sector  Adjunmeni 
Oil  and  Gas  Sector  Dodopoeoi 
Domcsiic  Eserjy  Resouroc* 
Devetopmeni  Projea 

SlOCi  millioa 

Q8  miUjon 

S821  million  (2  pan  loan) 

S130  millioo 

SISO  fflillioe 

Total:  S540.1  million 

Construction  or  Hydroelectric 
Power  Plants 

China 
China 

Malawi 
Turkey 

Daguangba  Hainan  Hydreelecmc  Plant 
Erun  H)<lrT3elertnc  Pwwr  Plant 
Power  V  Project 
Berke  Hydropower  Project 

K;  tmllioo 

S380  million 

JSS  million 

S270  million                                                  || 

Total:  $772  millioD                          | 

Infrastructure  Development  and 
Rehabilitation 

Angola 

Ciefhoslovikia 

India 

Korea 
Nepal 
The  Philippines 

Siem  Leone 

Sn  Lanka 

Thailand 
Tunisia 

Power  Sector  Rehabiliuiion  Prtjject 
PCT«r  and  Environmenial  Impnwcmcni 
Pcmrr  Utilities  EfTiciency  Imprwemeni 

Prtjject 
Gas  Sy»iem  Ezfiansion  Project 
Power  Sector  E/Tioency  Project 
Rural  Elect  n  Oca  lion  RevtiaUuiioo 

Project 
Power  Sector  Rehabiliuiion  Project 
Second  Power  DistnbuiKn  aod 

Transmission  Project 
DatnbutKm  Svsiem  Up(radm| 
Gas  Infrastructure  Developmcni  Piujo.i 

S33J  million 
S246  million 
S26S  miUion 

S100  millioo 
S^  million 
S9U  million 

CI  million 
ISO  million 

S40milboa 
S60  millioo 

ToUl:  $971.«  millioo 

1  Expansion  of  Coal-Fired 
Thermal  Power  Plants 

Oiioa 
China 
India 
Indonesia 

Zouxun  Thermal  Power  Project 
Yanshi  Thermal  Power  Project 
Second  Mahar»shu»  P<»er  Project 
Suralaya  Thermal  Power  Project 

S310  million 
SISO  million 
nSO  million 
iA23b  million 

ToUl:  $U64  million 

Miscellaneous  Power 
Plants/Dams 

E(yp<  (cDfmruaioo  of  oti  and  gas-furd 

(bennaJ  power  plant) 

Malaysia  (cjcpanxioii  of  naniraJ  fas-tired 

lliennaJ  powrr  projeci) 

Maurilius  (coosirucuon  of  a  bafajse- 

Tired  Ibermal  pc^nr  pUoi) 

Tha-:and  (oon$iru<:t»on  o(  a 

by^roelectrK  projeci  and  ezpuisioo  of 

ligniic  mining) 

Kureunai  ftmia  Prajea 

Power  Syscis  DeN«eJdpo>ent  Project 

Sugar  Eoerp  DrvKiofxocat  Project 

Thin)  Power  Synem  Ocveiopmeai 
Project 

S220  millnn 
t200  milliao 
SIS  millioo 
SM  milljoa 

ToUl:  US9  million 
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Prepared  Statement  of  Lawrence  H.  Summers 

Mr.  Chairman,  distinguished  members  of  the  Senate  Finance 
Committee,  ladies  and  gentlemen: 

I  welcome  the  opportunity  to  appear  before  you  today  as  President 
Clinton's  nominee  to  be  Under  Secretary  of  the  Treasury  for 
International  Affairs. 

If  confirmed  for  the  position  of  Under  Secretary,  I  will  look 
forward  to  serving  President  Clinton  and  Secretary  Bentsen,  and 
to  working  with  you  and  your  colleagues  in  the  Congress  to 
promote  and  defend  the  economic  well-being  of  the  United  States. 

President  Clinton  has  committed  his  Administration  to  a  policy  of 
engaged,  enlightened,  and  hard-headed  economic  internationalism 
to  go  along  with  his  program  of  domestic  renewal.   We  are  living 
in  an  era  of  increasing  global  economic  interdependence,  where 
national  economies  are  interconnected  as  never  before,  and 
domestic  and  foreign  policies  are  inextricably  linked.   We  have 
the  chance  to  free  up  billions  spent  on  national  defense,  to 
promote  free  elections  and  free  economies  from  Poland  to  Peru, 
ant  to  realize  the  vast  potential  of  global  economic  integrat  an. 
The  nations  of  the  world  have  the  opportunity  to  grow  and  proi  par 
together  —  or  stagnate  and  scapegoat  apart. 

The  Under  Secretary  of  the  Treasury  for  International  Affairs  is 
charged  with  helping  the  President  and  the  Secretary  design  and 
implement  American  international  economic  strategy.   The  Under 
Secretary's  responsibilities  include  the  development  and 
implementation  of  policies  in  the  areas  of  international 
macroeconomic  policy  coordination,  exchange  rate  policy,  trade 
and  investment  policy,  international  debt  strategy,  and  U.S. 
participation  in  international  financial  institutions.   The  Under 
Secretary  also  serves  as  the  G-7  Financial  Deputy,  with  primary 
responsibility  for  coordinating  economic  policy  with  other 
industrial  nations,  and  as  the  financial  "Sherpa"  in  preparation 
for  the  annual  Economic  Summit. 

There  are  many  aspects  to  the  job,  but  what  I  would  like  to  do 
this  morning,  Mr.  Chairman  and  Members  of  the  Committee,  is 
outline  for  you  four  critical  policy  areas  that  will  be  at  the 
top  of  my  agenda  if  I  eun  confirmed. 

First,  we  must  improve  macroeconomic  coordination  between  the 
United  States  and  its  G-7  partners.   The  U.S.  economy  is  likely 
to  grow  far  more  rapidly  than  .h  economies  of  Europe  and  Japan 
over  the  next  year  or  two.   Wh  .1  i  we  can  take  satisfaction  from 
our  recovery,  slow  growth  abroad  means  slower  growth  for  U.S. 
exports  and  rising  trade  imbalances. 

Secretary  Bentsen  has  taken  the  initiative  to  revive  the  policy 
coordination  process  —  which  is  important  to  the  restoration  of 
global  growth  and  employment.   The  President's  economic  program 
has  brought  us  new  respect  in  the  international  economic  arena. 
And  it  will  strengthen  our  hand  in  encouraging  our  major  trading 
partners  to  taka  complementary  actions  to  strengthen  growth  in 
their  own  countries.   The  Secretary  began  this  effort  in  London. 
Both  he  and  the  President  have  made  it  clear  that  they  hope  to 
see  real  progress  by  the  time  of  the  Economic  Summit  in  Tokyo. 

Second,  we  must  work  to  promote  international  economic 
integration  and  to  insure  that  its  benefits  are  shared  fairly 
among  nations.   There  is  no  alternative  to  economic  integration. 
As  President  Clinton  said  at  American  University,  the  United 
States  must  compete  —  not  retreat. 
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This  means  wa  must  promote  exports,  because  exports  are  the  path 
to  economic  growth  and  to  the  creation  of  better  jobs  in  the 
United  States.   For  America  to  expand  exports,  foreign  markets 
must  be  open.   Good  Uruguay  Round  and  NAFTA  agreements  —  when 
concluded,  as  I  am  confident  they  will  be  —  will  make  a  major 
contribution  to  the  health  of  our  economy  and  to  that  of  our 
trading  partners. 

But  concluding  trade  treaties  is  not  enough.   Where  serious 
barriers  to  U.S.  exports  remain,   e  must  vigorously  enforce 
existing  trade  law  to  remove  them    The  trading  practices  of 
those  nations  that  run  chronic  and  increasing  surpluses  with  moat 
regions  of  the  world  are  of  particular  concern. 

If  confirmed,  I  will  pl««»  pavCi«ular  emphasis  on  proaoting 
financial  market  liberal li«tl«l»  in  Asia,  Latin  America,  and 
Europe.   Our  financial  inaClCtttions  are  world  class  innovators. 
They  will  succeed  vhBTm   they  ■'•  given  the  opportunity  to 
compete.   I  will  also  work  to   ensure  that  American  firms  are  not 
victimized  by  exchange  raC«  manipulation.   And  Treasury  will 
insist  on  ensuring  that  just  as  our  market  is  generally  open  to 
foreign  friends  that  wish  t«  Invest  here,  foreign  markets  will  be 
open  to  American  invesUMirC* 

Third,  we  must  do  vhait   w«  ami%  to   ensure  the  success  of  Russia's 
democratic  and  econ««lo  rmtcnem   effort.   Political  scientists 
offer  this  critical  lesson  &t   history:   democracies  do  not  make 
war  on  each  other.   To  this  Ivportant  political  science  maxim,  an 
economist  would  nttttOtt  m   crltioal  corollary:   deioocraaies  can  not 
survi'  a  lyperinflatlOA*   THs«  twin  truths  are  overriding 
consic  eiations  whem  w«  ocmfroirt  American  interests  in  securing 
the  success  of  th#  ettfisCClstf  reform  effort  underway  in  Russia. 
Russia  is  perilously  aloBO  to   hyperinflation,  and  unless  Russia's 
leaders  can  reassert  naerosoonoBiic  discipline,  the  country  could 
go  the  way  of  Weimar  G«nMny  or   the  Junta's  Argentina. 

The  Clinton  Administration  is  already  fully  engaged  in  devising 
and  implementing,  in  cooperation  with  our  allies,  an  effective 
economic  assistance  paokscf*  for  Russia  and  the  other  states  cf 
the  former  Soviet  Union*   Th«  Treasury  department  brings  crucial 
economic  perspectives  to  th«  table  on  matters  concerning 
stabilization  policy,  datrt,  technical  assistance,  and  economic 
restructuring.   The  tailM  of  rebuilding  the  Russian  economy  is  the 
greatest  economic  restrucrturing  job  since  the  Marshall  Plan.   If 
confirmed,  I  will  work,  undsr  Secretary  Bentsen's  leadership, 
with  the  rest  of  the  Adninistration  and  Congress  to  ensure  that 
the  United  States  do«S  all  that  it  possibly  can  to  support  the 
political  and  econofllo  tremsltion  in  Russia  at  this  historic 
moment. 

Fourth,  we  must  worK  to  support  sustainable  and  environ»entally 
responsible  develupMSflt  In  tbm   developing  world.   With  1  billion 
people  trying  to  aurviv*  an   less  than  $1  a  day,  this  is  &  moral 
imperative.   It  is  also  an  eoonoaic  imperative  as  the  developing 
world  represents  tho  fastest-growing  market  for  U.S.  exports. 
And  it  is  a  security  iDp>erativa  because  prosperous  nations  are 
most  likely  to  be  peaceful  ones. 

The  Secretary  of  the  Treasury  is  the  U.S.  Governor  of  the 
Internat  inal  Financial  Institutions  --  the  IMF,  the  World  Bank, 
and  the  regional  developaent  banks.   These  institjtions  afford 
the  United  States  extraordinary  leverage.   The  World  Bank,  for 
example,  has  committed  over  $220  billion  to  the  less  developed 
world  over  the  last  40  years,  while  U.S.  contributions  to  the 
Bank  have  cost  the  taxpayers  less  than  $2.0  billion  over  the  same 
period. 
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If  these  institutions  are  to  serve  U.S.  interests  in  the  Third 
World,  they  must  be  much  more  than  financial  institutions.   They 
must  make  a  real,  as  well  as  a  rhetorical  commitment  to  helping 
the  poor  and  protecting  the  environment.   The  Treasury  Department 
will  breaJc  with  tradition  to  ensure  that  the  U.S.  representatives 
to  these  institutions  draw  on  the  expertise  of  environment  and 
development  communities,  as  well  as  the  financial  community. 

In  his  welcoming  address  to  the  employees  of  the  Treasury 
Department,  Secretary  Bentsen  said  that  as  the  Departments  of 
State  and  Defense  were  the  guarantors  of  military  security  during 
the  Cold  War,  the  Treasury  Department  must  be  the  guarantor  of 
America's  economic  security  in  the  post-Cold  War  world.   It  is  a 
distinct  privilege  and  honor  to  have  been  asked  by  Secretary 
Bentsen  and  nominated  by  the  President  to  serve  at  Treasury 
during  tr is  critical  time.   Mr.  Chairmam  and  members,  if 
confin  at  ,  I  look  forward  to  working  with  you.   Thank  you. 
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Lawrence  H.  Summers  is  Vice  President,  Development  Economics  and  Chief  Econ- 
omist of  the  World  Bank.  He  is  on  leave  from  his  position  as  Nathaniel  Ropes  Pro- 
fessor of  Political  Economy  at  Harvard  University.  He  is  the  author  of  more  than 
one  hundred  articles  and  to  books,  Tax  Policy  and  the  Economy  and  Understanding 
Unemployment. 

Born  in  New  Haven,  Connecticut  in  1954,  Summers  received  his  S.B.  degree  from 
M.I.T.  in  1975  and  his  Ph.D.  from  Harvard  in  1982.  He  served  as  an  assistant  and 
then  associate  professor  of  economics  at  M.I.T.  from  1979  to  1982  and  as  Domestic 
Policy  Economist  at  the  President's  Council  of  Economic  Advisers  during  1982-1983. 
In  1983,  he  joined  the  Harvard  faculty  as  the  youngest  tenured  professor  in  the  his- 
tory of  the  Harvard  Economics  Department. 

In  1987,  Lawrence  Summers  was  the  first  social  scientist  to  receive  the  National 
Science  Foundation's  $500,000  Alan  T.  Waterman  Award  given  annually  for  out- 
standing scientific  contributions  and  was  elected  as  a  fellow  of  the  American  Acad- 
emy of  Arts  and  Sciences.  He  has  been  editor  of  The  Quarterly  Journal  of  Economics 
and  a  number  of  other  journals.  He  presently  serves  as  a  member  of  the  Brookings 
Panel  of  Economic  Activity,  a  Research  Associate  of  the  National  Bureau  of  Eco- 
nomic Research,  and  a  member  of  the  Board  of  Advisors  of  the  Congressional  Budg- 
et Office. 

In  addition  to  his  academic  research.  Summers  has  written  regularly  in  the  busi- 
ness press  on  a  wide  range  of  economic  policy  issues.  Summers  has  served  as  a  con- 
sultant to  the  United  States  Treasury  and  Department  of  Labor  and  a  number  of 
major  U.S.  corporations.  He  has  also  provided  economic  advice  to  the  governments 
of  Mexico,  Indonesia,  Jamaica,  and  Lithuania.  Summers  was  recently  recognized  by 
The  Economist  magazine  as  one  of  the  world's  leading  young  economists. 

Response  of  Dr.  Summers  to  a  Question  Submitted  by  Senator  Riegle 

Question.  Mr.  Summers,  the  U.S.  government  currently  has  frozen  payments  from 
Iraq  and  Iraq-based  companies  to  U.S.  companies  for  work  or  goods  provided  prior 
to  invasion  of  the  Kuwait  by  Saddam  Hussein. 

One  of  these  companies  affected  by  this  policy  is  Berger  and  Company  based  in 
Saginaw,  Michigan.  Berger  and  Company  has  been  waiting  more  than  two  years  to 
recover  almost  $2  million  from  an  account  in  the  Bank  of  New  York. 

All  monies  owed  to  this  Michigan  company  are  for  business  completed  before  the 
invasion  of  Kuwait  except  payment  for  the  services  rendered  in  May. 

As  the  Under  Secretary  for  International  Affairs  at  the  Treasury  Department,  will 
you  move  quickly  to  unfreeze  these  assets?  If  not,  what  assumptions  are  you  work- 
ing from  that  precludes  Berger  and  Company  and  companies  in  similar  situations 
from  receiving  payments  from  the  blocked  Iraqi  assets? 

Answer.  I  referred  your  question  to  the  Director  of  Foreign  Assets  Control  at  the 
U.S.  Treasury  Depeirtment.  He  provided  the  following  response: 

"The  approach  to  satisfying  claims  of  U.S.  nationals  against  the  Govern- 
ment of  Iraq  has  as  its  principal  goal  the  equitable  compensation  of  all 
similarly  situated  U.S.  claimants.  "Thus,  any  proposal  with  respect  to  the 
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U.S.  compensation  regime  must  take  into  consideration  the  claims  of  all 
U.S.  claimants,  and  must  proceed  in  coordination  with  the  United  Nations 
Compensation  Commission.  It  must  also  take  into  account  Iraqi  government 
assets  available  to  satisfy  awards  relative  to  the  value  of  claims  asserted. 
As  you  are  no  doubt  aware,  on  both  the  global  and  national  levels,  claims 
far  exceed  assets.  In  the  United  States,  claims  against  the  Government  of 
Iraq  are  at  least  four  to  five  times  the  value  of  blocked  assets. 

"Within  this  factual  context,  several  steps  have  been  taken  with  respect 
to  compensation  of  U.S.  nationals.  First,  a  legislative  proposal  was  sent  to 
the  last  Congress  to  establish  a  domestic  claims  settlement  process  for 
creditors  of  Iraq,  and  a  similar  proposal  is  currently  under  review  within 
the  Executive  Branch.  This  review  is  near  completion  and  a  proposal  should 
be  forwarded  to  Congress  in  the  near  future.  Second,  the  United  States  is 
fully  cooperating  with  the  United  Nations  Compensation  Commission, 
which  will  review  claims  of  persons  and  entities  resulting  from  the  August 
2,  1990  Iraqi  invasion  and  occupation  of  Kuwait. 

"Third,  the  Iraqi  Sanctions  Regulations,  31  C.F.R.  Part  575  (the  "Regula- 
tions"), which  implement  the  Presidential  declaration  of  national  emergency 
with  respect  to  Iraq,  provide  for  the  unblocking  of  Iraqi  government  prop- 
erty to  permit  payment  for  goods  exported  prior  to  the  imposition  of  sanc- 
tions where  payment  is  required  as  a  mandatory  and  binding  legal  obliga- 
tion of  a  U.S.  bank.  Section  575.510  of  the  Regulations  provides  for  the  is- 
suance of  licenses  to  permit  payment  for  pre-sanctions  exports  involving  a 
E re-August  2,  1990,  irrevocable  letter  of  credit  issued  or  confirmed  by  a  U.S. 
ank,  or  a  letter  of  credit  reimbursement  confirmed  by  a  U.S.  bank.  31 
C.F.R.  575.510.  In  contrast  to  the  legal  obligation  imposed  upon  a  bank 
which  confirms  a  letter  of  credit,  an  advising  bank  has  no  independent  obli- 
gation to  pay  a  beneficiary,  even  upon  the  beneficiary's  compliance  with  the 
terms  of  tne  letter  of  credit. 

"The  distinction  made  in  section  575.510  merely  preserves  distinctions 
made  in  letter  of  credit  law  which  are  central  to  that  body  of  law.  Letter 
of  credit  law  creates  a  fundamental  and  universally  recognized  difference 
in  the  legal  obligations  of  advising  versus  confirming  banks.  These  distinc- 
tions are  set  forth  in  the  Uniform  Customs  and  Practices  for  Documentary 
Credits,  1983  revision  (ICC  Publication  No.  400— "UCP"),  which  are  incor- 
porated by  reference  as  the  governing  law  of  most  international  letters  of 
credit.  In  issuing  or  confirming  a  letter  of  credit,  a  bank  contracts  to  pay 
the  beneficiary  from  its  own  funds  upon  fulfillment  of  the  payment  condi- 
tions of  the  letter  of  credit  contract.  UCP,  Art.  10(b).  This  is  starkly  dif- 
ferent from  advising  a  letter  of  credit,  which  is  a  simple  accommodation  to 
another  bank.  The  advising  bank  acts  much  as  a  messenger;  it  is  a  com- 
plete stranger  to  the  letter  of  credit  contract,  and  undertakes  no  obligation 
to  any  party  to  the  contract  to  make  payment.  UCP,  Arts.  6  and  8;  see  Art. 
12. 

"The  issue  you  raise  regarding  the  issuance  of  licenses  with  respect  to  ad- 
vised letters  of  credit  is  currently  in  litigation  in  Consarc  Corporation  v. 
Iraqi  Ministry  of  Industry  and  Minerals,  No.  90-2269,  before  the  United 
States  District  Court  for  the  District  of  Columbia.  Several  appeals  of  the 
district  court's  rulings  in  Consarc  have  been  filed  with  the  United  States 
Court  of  Appeals  for  the  District  of  Columbia.  In  addition,  several  other 
cases  have  been  initiated  addressing  this  question.  E.g..  Bergerco.  Canada 
V.  Iraqi  State  Company  for  Food  Stuff  Trading  et  ai.  No.  92-2781  (D.D.C. 
filed  Dec.  10,  1992). 

"Consarc  arose  out  of  a  contract  for  the  sale  of  furnaces  by  Consarc  to 
the  Iraqi  Ministry  of  Industry  and  Minerals  ("Iraqi  MIM").  To  finance  the 
sale,  Iraqi  MIM  had  Rafidain  Bank,  an  Iraqi  bank,  open  a  $6.4  million  let- 
ter of  credit  in  favor  of  Consarc,  advised  by  Pittsburgh  National  Bank 
("PNB")  without  PNB  assuming  any  obligation  to  pay  Consarc.  The  Bank 
of  New  York  ("BONY"),  not  a  party  to  the  letter  of  credit,  entered  into  a 
confirmed  reimbursement  credit  agreement  with  PNB.  PNB  was  free  to  de- 
termine at  the  time  documents  were  presented  whether  to  pay  Consarc.  If 
PNB  chose  to  pay,  BONY  would  then  reimburse  PNB  using  its  own  funds 
and  reimburse  itself  from  the  collateral  set  aside  for  BONY  by  Rafidain. 
These  arrangements  did  not  give  Consarc  the  right  to  obtain  the  funds  set 
aside  for  BONY  in  Rafidain  Bank's  account. 

"No  goods  were  shipped  prior  to  imposition  of  sanctions  and  the  Presi- 
dential blocking  of  Iraqi  government  property.  Blocked  Iraqi  government 
property  included  Rafidain's  account  at  BONY  holding  sums  including  the 
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$6.4  million  collateralizing  Rafidain's  obligation  to  BONY  under  the  reim- 
bursement credit,  and  the  furnaces  manufactured  for  the  Iraqi  government. 

"In  its  most  recent  orders,  the  district  court  ruled  that  although  the  fur- 
naces or  their  sales  proceeds  were  properly  blocked  as  Iraqi  government 
property,  the  funds  on  deposit  in  the  Rafidain  Bank  account  at  BONY  were 
not  the  property  of  the  Government  of  Iraq,  and  ordered  Treasury's  Office 
of  Foreign  Assets  Control  to  unblock  these  funds.  We  believe  that  the 
court's  decision  with  respect  to  the  $6.4  million  blocked  account  improperly 
evaluated  the  rights  and  obligations  of  the  parties  under  letter  of  credit 
law,  and  failed  to  consider  important  aspects  of  the  International  Emer- 
gency Economic  Powers  Act  and  the  implementing  Regulations.  The  deci- 
sion is  on  appeal. 

"We  do  not  see  legal  or  pubHc  policy  merit  to  affording  access  to  blocked 
Iraqi  assets  to  beneficiaries  of  advised  Iraqi  letters  of  credit  on  which  no 
person  in  the  United  States  has  any  payment  obligation.  Such  beneficiaries 
are  not  differently  situated  from  any  other  unsecured  creditor  of  Iraq,  and 
should  not  receive  priority  over  other  unsecured  creditors.  Licenses  issued 
pursuant  to  section  575.510  of  the  Regulations  provide  for  payment  to  bene- 
ficiaries of  Iraqi  letters  of  credit  only  where  an  independent  legal  obligation 
to  pay  the  beneficiary  from  non-Iraqi  funds  exists  on  the  part  of  a  U.S. 
bank.  The  confirming  bank,  in  turn,  is  only  licensed  to  reimburse  itself  from 
blocked  Iraqi  funds  that,  prior  to  the  imposition  of  sanctions,  and  pursuant 
to  the  confirmation,  were  specifically  set  aside  as  collateral  for  the  U.S. 
bank's  payment  obligation. 

"We  recognize  and  regret  the  inconvenience  and  hardship  that  economic 
sanctions  programs  inevitably  impose  on  U.S.  citizens,  and  endeavor  to  ad- 
minister our  programs  in  a  manner  that  minimizes  such  hardships.  We  be- 
lieve that  the  Administration  and  the  Congress  are  united  in  the  view  that 
economic  sanctions  constitute  an  effective  tool  of  U.S.  foreign  policy,  and 
help  speed  resolution  of  national  emergencies  declared  with  respect  to  tar- 
get governments  such  as  Iraq,  notwithstanding  the  burdens  imposed  on  the 
U.S.  private  and  pubhc  sectors  through  these  programs.  We  also  believe 
that  the  Congress  desires  equitable  treatment  among  similarly  situated 
U.S.  claimants,  including  the  U.S.  Government,  and  that  the  Department's 
current  licensing  policies  preserve  that  equity  pending  a  comprehensive  do- 
mestic claims  settlement  program." 

Responses  of  Dr.  Summers  to  Questions  Submitted  by  Senator  Packwood 

Question  No.  1.  I'd  like  to  get  your  general  philosophy  on  taxes — should  we  be 
moving  more  toward  consumption  taxes  and  away  from  taxes  on  savings  and  invest- 
ments? 

Answer.  I  have  felt  that  consideration  should  be  given  to  greater  reliance  on  con- 
sumption taxes.  The  Administration's  proposals  incorporate  one  kind  of  consumption 
tax  in  the  form  of  an  energy  (or  BTU)  tax.  In  addition  to  raising  revenues  needed 
to  help  reduce  the  deficit,  the  proposed  energy  tax  will  encourage  greater  efficiency 
in  energy  consumption  and  reduced  environmental  damage. 

Question  No.  2.  If  you  think  emphasis  should  be  on  consumption  taxes,  should  a 
consumption  tax  replace  our  current  income  tax  system  or  should  it  be  an  additional 
tax? 

Answer.  I  do  not  think  that  if  additional  consumption  taxes  were  introduced,  they 
would  replace  the  existing  income  taxes.  More  likely,  they  will  be  used  to  raise  reve- 
nues while  meeting  other  policy  objectives,  as  does  the  proposed  energy  tax. 

Question  No.  3.  Should  a  consumption  tax  go  to  reduce  the  deficit  or  fund  more 
spending,  like  health  care? 

Answer.  The  additional  revenues  from  the  energy  tax  will  help  to  reduce  the  defi- 
cit. As  far  as  health  care  is  concerned,  no  decisions  have  been  made  at  this  time. 
But  certainly  taxes  on  consumption  should  be  among  the  options  considered  for  fi- 
nancing health  care  reform.  Taxes  on  alcohol,  tobacco,  and  health  insurance  pre- 
miums are  forms  of  consumption  taxes  that  have  been  mentioned  publicly.  But  any 
decision  in  this  area  would  have  to  carefully  weigh  these  options  as  part  of  an  over- 
all program  of  health  care  reform. 

Question  No.  4.  In  the  past  you  have  said  that  our  tax  system  needs  to  discourage 
short-term  securities  speculation  because  it  diverts  capital  from  more  long-term  pro- 
ductive uses  and  causes  unstable  markets.  How  would  you  reform  the  tax  system 
to  discourage,  rather  than  encourage,  short-term  speculation? 

Answer.  While  I  have  in  the  past  entertained  the  idea  of  using  the  tax  system 
to  discourage  short  term  speculation,  I  believe  the  President's  proposals,  which  seek 
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to  improve  the  long  term  health  of  our  economy,  should  encourage  investors  to  take 
a  longer  term  prospective. 

Question  No.  5.  What  is  your  position  on  a  securities  transfer  excise  tax? 

Answer.  On  examining  this  issue  in  the  past,  I  have  found  that  economic  argu- 
ments can  be  made  for  using  a  securities  transfer  excise  tax  (STET)  to  curb  excesses 
associated  with  short  term  speculation  in  international  security  markets.  Since 
then,  other  countries  have  reduced  their  securities  transfer  excise  taxes  (STET)  suf- 
ficiently 80  that  the  arguments  which  can  be  made  against  such  a  tax  have  greater 
significance.  Hence,  I  believe  that  the  United  States  should  proceed  cautiously,  and 
only  on  a  multilateral  basis,  in  this  area. 

Question  No.  6.  If  you  believe  we  should  impose  a  securities  transfer  excise  tax, 
would  you  use  the  revenues  to  reduce  the  rate  on  capital  gains? 

Answer.  Neither  a  securities  transfer  tax  nor  a  broad  reduction  in  the  capital 
gains  tax  is  currently  under  consideration  by  the  Administration. 

Question  No.  7.  Would  you  support  an  excise  tax  on  electronic  transfer  of  funds? 

Answer.  An  argument  for  such  a  tax  could  be  made  to  the  extent  that  the  reve- 
nues pay  for  services  provided.  User  fees  are  charged,  for  example,  by  the  Federal 
Reserve  for  electronic  services  provided  to  banks.  Other  than  as  a  user  fee,  however, 
it  is  not  clear  what  good  arguments  could  be  made  in  favor  of  a  tax  on  electronic 
funds  transfers.  Such  tax  could  discourage  adoption  of  cost-reducing  technology,  and 
could  increase  the  cost  and  reduce  the  production  of  financial  services  by  banks.  I 
do  not  support  such  a  tax  at  this  time. 

Question  No.  8.  I  noticed  on  your  resume  you  have  advised  the  Governments  of 
Mexico,  Indonesia,  Jamaica,  and  Lithuania.  Could  you  explain  in  detail  what  work 
you  did  for  these  governments,  and  whether  you  think  it  poses  any  potential  conflict 
of  interests  if  you  were  confirmed  as  Under  Secretary? 

Answer.  My  work  for  the  four  governments  was  as  follows: 

•  Mexico:  A  number  of  years  ago — probably  in  1987 — I  participated  in  a  set  of  dis- 
cussions with  their  tax  officials  on  the  question  of  indexing  Mexico's  income  tax 
system.  For  this  I  was  paid  between  $2,000  and  $3,000  by  the  Mexican  Govern- 
ment. 

•  Indonesia:  In  1979  and  1980,  I  advised  Indonesia  on  petroleum  pricing.  I 
worked  under  the  auspices  of  the  Harvard  Institute  for  International  Develop- 
ment and  was  paid  less  than  $5,000. 

•  Jamaica:  In  1982,  I  advised  Jamaica  on  the  creation  of  a  new  input/output  table 
and  on  monetary  policy  questions.  I  worked  under  the  auspices  of  MIT  and  was 
paid  less  than  $5,000. 

•  Lithuania:  In  1990,  I  advised  the  Lithuanian  Prime  Minister  on  monetary  re- 
form and  other  economic  issues  prior  to  the  time  when  Lithuania  became  inde- 
pendent. The  only  payment  I  received  for  this  work  came  fi'om  the  Soros  Foun- 
dation, for  my  travel  and  living  expenses. 

Given  the  nature,  quantity  and  timing  of  work  I  did  for  the  four  governments, 
I  do  not  perceive  that  it  could  give  rise  to  any  potential  conflict  of  interests  if  I  were 
confirmed  Under  Secretary. 

Question  No.  9.  In  an  October  1988  article  in  the  Financial  World  you  stated  that 
there  should  not  be  barriers  to  imports  in  order  to  protect  domestic  industries.  I 
agree  with  you,  and  ask  should  your  philosophy  apply  to  Treasury's  review  of  the 
tariff  reclassification  of  mini-vans — which,  if  reversed,  would  increase  the  tariff  on 
these  vehicles  fi-om  2.5  percent  to  25  percent? 

Answer.  The  classification  of  multipurpose  vehicles,  such  as  minivans,  is  a  legal 
question,  falling  under  the  jurisdiction  of  the  Commissioner  of  Customs  and  the 
Treasury  Secretary  for  Enforcement  and  ultimately  the  Secretary.  Thus,  they  must 
decide  how  to  interpret  correctly  the  tariff  classification  language  based  on  the  Har- 
monized System  of  tariff  nomenclature  and  passed  by  the  Congress. 

This  case  would  not  be  a  question  of  protection  but  of  the  legal  merits.  My  con- 
tribution would  be  limited  to  explaining  the  international  implications  of  a  decision 
that  must  rest  on  interpreting  U.S.  law. 

Question  No.  10.  A  major  program  of  the  previous  Administration  was  the  EAI, 
which  was  designed  to  reduce  debt  and  open  markets  in  Latin  America.  How  do  you 
think  the  program  has  worked  in  the  past,  and  do  you  intend  to  actively  pursue  it 
if  confirmed? 

Answer.  The  Administration  is  in  the  process  of  reviewing  how  to  continue  to 
achieve  the  objectives  of  the  Enterprise  for  the  Americas  Initiative,  within  current 
budgetary  constraints.  A  reauest  for  funding  for  the  EAI  program  will  be  included 
in  the  President's  FY94  budget  request,  which  we  expect  to  be  presented  to  Con- 
gress on  April  5. 
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The  Enterprise  for  the  Americas  Initiative  was  designed  as  a  cooperative  effort 
to  increase  trade,  investment,  and  growth  throughout  the  hemisphere.  Progress  to 
date  on  its  trade,  investment,  debt,  and  environment  components  include: 

•  Successful  completion  of  negotiations  on  the  North  American  Free  Trade  Agree- 
ment with  Mexico  and  Canada.  In  addition  to  NAFTA,  agreements  to  facilitate 
discussion  of  trade  and  investment  issues  are  in  place  with  all  but  three  coun- 
tries in  the  region,  a  first  step  toward  the  ultimate  objective  of  accomplishing 
free  trade  throughout  the  hemisphere. 

•  Two  new  programs  have  been  established  in  the  Inter-American  Development 
Bank  to  support  countries'  investment  policy  reforms.  The  IDB  Board  has  ap- 
proved 9  investment  sector  loans,  and  the  newly  created  Multilateral  Invest- 
ment Fund  has  a  capitalization  pledge  of  nearly  $1.3  billion. 

•  The  USG  has  reduced  $875  million  in  bilateral  debt  obligations  of  seven  coun- 
tries in  the  region  that  are  implementing  sound  economic  reform  programs,  in- 
cluding substantial  investment  liberalization,  consistent  with  Congressional  leg- 
islation. 

•  These  debt  reduction  agreements  will  facilitate  a  new  source  of  funding,  poten- 
tially totalling  $154  million,  for  grass  roots  environmental  and  child  survival 
projects  in  these  seven  countries. 

Question  No.  11.  You  mentioned  in  your  testimony  that  the  United  States  must 
vigorously  enforce  existing  trade  laws  to  remove  serious  barriers  to  U.S.  exports, 
particularly  against  nations  that  run  chronic  and  increasing  trade  surpluses.  Should 
this  be  the  major  emphasis  in  reducing  our  trade  deficit  (e.g.,  with  Japan  and 
China),  or — as  you  argued  in  the  paper  "U.S.  Competitiveness:  Beyond  the  Trade 
Deficit" — should  we  focus  on  cutting  the  federal  budget  deficit  to  improve  our  trade 
balance? 

Answer.  Our  global  trade  deficit  is  largely  determined  by  macroeconomic  factors. 
The  Clinton  Plan  will  contribute  to  lower  trade  deficits  in  several  important  ways: 

•  Reducing  our  federal  budget  deficit  and  increasing  domestic  savings  will  con- 
tribute to  reducing  import  consumption. 

•  Higher  investment  and  a  better  trained  labor  force  with  the  opportunity  to  be 
retrained  for  the  challenges  of  today's  global  economy  will  strengthen  our  ability 
to  compete  in  world  markets. 

•  In  addition,  the  Plan  puts  us  on  the  higher  ground  to  encourage  ways  of  restor- 
ing and  strengthening  the  growth  in  Europe  and  Japan,  bilaterally  and  as  part 
of  revived  G-7  process. 

At  the  same  time,  barriers  by  our  trading  partners  can  have  a  significant  impact 
on  particular  U.S.  industries.  Therefore,  it  is  also  important  that  we  simultaneously 
pursue  the  elimination  of  significant  barriers  to  U.S.  exports.  We  want  to  ensure 
that  U.S.  industries  can  compete  internationally  without  facing  major  artificial  bar- 
riers. 

Question  No.  12.  You  wrote  in  the  paper  "Challenges  We  Face"  (November  1991) 
that  we  are  more  likely  to  see  what  will  be  labelled  as  a  successful  completion  of 
the  Uruguay  Round  than  what  could  honestly  be  called  completion  of  a  successful 
Uruguay  Round.  What  do  you  think  is  necessary  for  completion  of  a  successful 
Round? 

Answer.  Needless  to  say,  "Challenges  We  Face"  was  written  before  the  election. 
I  have  full  confidence  in  statements  by  the  President  and  Ambassador  Kantor  that 
they  will  only  agree  to  a  good  Uruguay  Round  agreement. 

Such  an  agreement  should  include: 

•  significant  reductions  in  tariff  and  non-tariff  barriers  by  our  trading  partners; 

•  services  rules  and  commitments  that  lead  to  liberalization; 

•  rules  to  provide  adequate  and  effective  intellectual  property  protection; 

•  substantial  liberalization  in  the  agricultural  sector,  including  reductions  in  in- 
ternal supports  and  export  subsidies  and  conversion  of  all  trade  barriers  to  tar- 
iffs. 

But  most  important  our  key  trading  partners  must  undertake  a  level  of  commit- 
ment to  liberalization  that  is  equivalent  to  ours.  Multilateral  trade  liberalization 
can  make  an  important  contribution  to  economic  growth  not  only  here  in  the  United 
States  but  globally. 

Responses  of  Dr.  Summers  to  a  Question  Submitted  by  Senator  Dole 

Question.  Several  American  companies  have  applied  to  the  Office  of  Foreign  As- 
sets Control  for  licenses  to  obtain  payments  from  mocked  Iraqi  bank  accounts. 
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These  companies  contend  that  they  had  irrevocable  letters  of  credit  issued  by 
Iraqi  banks  and  had  shipped  the  goods  or  otherwise  performed  their  contracts  prior 
to  Iraq's  invasion  of  Kuwait  on  August  12,  1990. 

When  my  staff  inquired  of  Treasury  the  reasons  for  denying  the  licenses,  several 
answers  were  provided.  One  official  said  the  problem  was  that  the  letters  were  "ad- 
vised" rather  than  "confirmed."  Another  official  said  it  was  due  to  the  fact  that  the 
cases  were  being  heard  in  Federal  Court. 

A  January  15  letter  from  the  then  Assistant  Secretary  of  Treasury  for  Legislative 
Affairs  concludes  that  these  claims  are  part  of  all  other  claims  against  the  Govern- 
ment of  Iraq  including  those  imposed  with  sanctions  after  the  invasion  of  Kuwait, 
and  argument  not  made  by  the  other  two  officials. 

Please  provide  the  reason  or  reasons  for  denying  the  licenses  requested  by  the 
companies. 

In  light  of  the  court  ruling  in  Consarc  Corporation  v.  the  Iraqi  Ministry  of  Indus- 
try and  Minerals  which  found  Treasury's  arguments  in  error,  please  advise  what 
Treasury's  position  is  on  further  court  procedures  regarding  these  cases. 

In  regard  to  the  January  15  letter,  please  advise  if  Treasury  considers  these  cases 
to  be  part  of  all  other  claims  against  Iraq,  including  those  of  the  U.S.  Government. 

Answer.  I  referred  your  question  to  the  Director  of  Foreign  Assets  Control  at  the 
U.S.  Treasury  Department.  He  provided  the  following  response: 

"The  approach  to  satisfying  claims  of  U.S.  nationals  against  the  Govern- 
ment of  Iraq  has  as  its  principal  goal  the  equitable  compensation  of  all 
similarly  situated  U.S.  claimants.  Thus,  any  proposal  with  respect  to  the 
U.S.  compensation  regime  must  take  into  consideration  the  claims  of  all 
U.S.  claimants,  and  must  proceed  in  coordination  with  the  United  Nations 
Compensation  Commission.  It  must  also  take  into  account  Iraqi  government 
assets  available  to  satisfy  awards  relative  to  the  value  of  claims  asserted. 
As  you  are  no  doubt  aware,  on  both  the  global  and  national  levels,  claims 
far  exceed  assets.  In  the  United  States,  claims  against  the  Government  of 
Iraq  are  at  least  four  to  five  times  the  value  of  blocked  assets. 

"Within  this  factual  context,  several  steps  have  been  taken  with  respect 
to  compensation  of  U.S.  nationals.  First,  a  legislative  proposal  was  sent  to 
the  last  Congress  to  establish  a  domestic  claims  settlement  process  for 
creditors  of  Iraq,  and  a  similar  proposal  is  currently  under  review  within 
the  Executive  Branch.  This  review  is  near  completion  and  a  proposal  should 
be  forwarded  to  Congress  in  the  near  future.  Second,  the  United  States  is 
fully  cooperating  with  the  United  Nations  Compensation  Commission, 
which  will  review  claims  of  persons  and  entities  resulting  from  the  August 
2,  1990  Iraqi  invasion  and  occupation  of  Kuwait. 

"Third,  the  Iraqi  Sanctions  Regulations,  31  C.F.R.  Part  575  (the  "Regula- 
tions"), which  implement  the  Presidential  declaration  of  national  emergency 
with  respect  to  Iraq,  provide  for  the  unblocking  of  Iraqi  government  prop- 
erty to  permit  payment  for  goods  exported  prior  to  the  imposition  of  sanc- 
tions where  payment  is  required  as  a  mandatory  and  binding  legal  obliga- 
tion of  a  U.S.  bank.  Section  575.510  of  the  Regulations  provides  for  the  is- 
suance of  licenses  to  permit  payment  for  pre-sanctions  exports  involving  a 
E re-August  2,  1990,  irrevocable  letter  of  credit  issued  or  confirmed  by  a  U.S. 
ank,  or  a  letter  of  credit  reimbursement  confirmed  by  a  U.S.  bank.  31 
C.F.R.  575.510.  In  contrast  to  the  legal  obligation  imposed  upon  a  bank 
which  confirms  a  letter  of  credit,  an  advising  bank  has  no  independent  obli- 
gation to  pay  a  beneficiary,  even  upon  the  beneficieiry's  compliance  with  the 
terms  of  the  letter  of  credit. 

"The  distinction  made  in  section  575.510  merely  preserves  distinctions 
made  in  letter  of  credit  law  which  are  central  to  that  body  of  law.  Letter 
of  credit  law  creates  a  fundamental  and  universally  recognized  difference 
in  the  legal  obligations  of  advising  versus  confirming  banks.  These  distinc- 
tions are  set  forth  in  the  Uniform  Customs  and  Practices  for  Documentary 
Credits,  1983  revision  (ICC  Publication  No.  400— "UCP"),  which  are  incor- 
porated by  reference  as  the  governing  law  of  most  international  letters  of 
credit.  In  issuing  or  confirming  a  letter  of  credit,  a  bank  contracts  to  pay 
the  beneficiary  from  its  own  funds  upon  fulfillment  of  the  payment  condi- 
tions of  the  letter  of  credit  contract.  UCP,  Art.  10(b).  This  is  starkly  dif- 
ferent from  advising  a  letter  of  credit,  which  is  a  simple  accommodation  to 
another  bank.  The  advising  bank  acts  much  as  a  messenger;  it  is  a  com- 
plete stranger  to  the  letter  of  credit  contract,  and  undertakes  no  obligation 
to  any  party  to  the  contract  to  make  payment.  UCP,  Arts.  6  and  8;  see  Art. 
12. 
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"The  issue  you  raise  regarding  the  issuance  of  Ucenses  with  respect  to  advised 
letters  of  credit  is  currently  in  litigation  in  Consarc  Corporation  v.  Iraqi  Ministry 
of  Industry  and  Minerals,  No.  90-2269,  before  the  United  States  District  Court  for 
the  District  of  Columbia.  Several  appeals  of  the  district  court's  rulings  in  Consarc 
have  been  filed  with  the  United  States  Court  of  Appeals  for  the  District  of  Colum- 
bia. In  addition,  several  other  cases  have  been  initiated  addressing  this  question. 
E.g.,  Bergerco.  Canada  v.  Iraqi  State  Company  for  Food  Stuff  Trading  et  al..  No. 
92-2781  (D.D.C.  filed  Dec.  10,  1992). 

"Consarc  arose  out  of  a  contract  for  the  sale  of  furnaces  by  Consarc  to 
the  Iraqi  Ministry  of  Industry  and  Minerals  ("Iraqi  MIM").  To  finance  the 
sale,  Iraqi  MIM  had  Rafidain  Bank,  an  Iraqi  bank,  open  a  $6.4  million  let- 
ter of  credit  in  favor  of  Consarc,  advised  by  Pittsburgh  National  Bank 
("PNB")  without  PNB  assuming  any  obligation  to  pay  Consarc.  The  Bank 
of  New  York  ("BONY"),  not  a  party  to  the  letter  of  credit,  entered  into  a 
confirmed  reimbursement  credit  agreement  with  PNB.  PNB  was  free  to  de- 
termine at  the  time  documents  were  presented  whether  to  pay  Consarc.  If 
PNB  chose  to  pay,  BONY  would  then  reimburse  PNB  using  its  own  funds 
and  reimburse  itself  from  the  collateral  set  aside  for  BONY  by  Rafidain. 
These  arrangements  did  not  give  Consarc  the  right  to  obtain  the  funds  set 
aside  for  BONY  in  Rafidain  Bank's  account. 

"No  goods  were  shipped  prior  to  imposition  of  sanctions  and  the  Presi- 
dential blocking  of  Iraqi  government  property.  Blocked  Iraqi  government 
property  included  Rafidain's  account  at  BONY  holding  sums  including  the 
$6.4  million  collateralizing  Ratidain's  obligation  to  BONY  under  the  reim- 
bursement credit,  and  the  furnaces  manufactured  for  the  Iraqi  government. 
"In  its  most  recent  orders,  the  district  court  ruled  that  although  the  fur- 
naces or  their  sales  proceeds  were  properly  blocked  as  Iraqi  government 
property,  the  funds  on  deposit  in  the  Rafidain  Bank  account  at  BONY  were 
not  the  property  of  the  Government  of  Iraq,  and  ordered  Treasury's  Office 
of  Foreign  Assets  Control  to  unblock  these  funds.  We  believe  that  the 
court's  decision  with  respect  to  the  $6.4  million  blocked  account  improperly 
evaluated  the  rights  and  obhgations  of  the  parties  under  letter  of  credit 
law,  and  failed  to  consider  important  aspects  of  the  International  Emer- 
gency Economic  Powers  Act  and  the  implementing  Regulations.  The  deci- 
sion is  on  appeal. 

"We  do  not  see  legal  or  public  policy  merit  to  affording  access  to  blocked 
Iraqi  assets  to  beneficiaries  of  advised  Iraqi  letters  of  credit  on  which  no 
person  in  the  United  States  has  any  pajmient  obligation.  Such  beneficiaries 
are  not  differently  situated  from  any  other  unsecured  creditor  of  Iraq,  and 
should  not  receive  priority  over  other  unsecured  creditors.  Licenses  issued 
pursuant  to  section  575.510  of  the  Regulations  provide  for  payment  to  bene- 
ficiaries of  Iraqi  letters  of  credit  only  where  an  independent  legal  obligation 
to  pay  the  beneficiary  from  non-Iraqi  funds  exists  on  the  part  of  a  U.S. 
bank.  The  confirming  bank,  in  turn,  is  only  licensed  to  reimburse  itself  from 
blocked  Iraqi  funds  that,  prior  to  the  imposition  of  sanctions,  and  pursuant 
to  the  confirmation,  were  specifically  set  aside  as  collateral  for  the  U.S. 
bank's  payment  obligation. 

"We  recognize  and  regret  the  inconvenience  and  hardship  that  economic 
sanctions  programs  inevitably  impose  on  U.S.  citizens,  and  endeavor  to  ad- 
minister our  programs  in  a  manner  that  minimizes  such  hardships.  We  be- 
Ueve  that  the  Administration  and  the  Congress  are  united  in  the  view  that 
economic  sanctions  constitute  an  effective  tool  of  U.S.  foreign  policy,  and 
help  speed  resolution  of  national  emergencies  declared  with  respect  to  tar- 
get governments  such  as  Iraq,  notwithstanding  the  burdens  imposed  on  the 
U.S.  private  and  public  sectors  through  these  programs.  We  also  believe 
that  the  Congress  desires  equitable  treatment  among  similarly  situated 
U.S.  claimants,  including  the  U.S.  Government,  and  that  the  Department's 
current  licensing  policies  preserve  that  equity  pending  a  comprehensive  do- 
mestic claims  settlement  program." 

Responses  of  Dr.  Summers  to  a  Question  Submitted  by  Senator  Roth 

Question.  Will  the  Office  of  Foreign  Assets  Control  (OFAC)  continue  to  deny  pay- 
ment from  blocked  Iraqi  accounts  to  the  domestic  and  foreign  subsidiaries  of  U.S. 
companies  if  the  following  two  conditions  exist:  (1)  letters  of  credit  were  issued  by 
Iraqi  banks  and  advised  by  U.S.  banks;  and  (2)  the  goods  were  shipped  or  the  con- 
tract was  otherwise  performed  prior  to  August  2,  1990? 
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Answer.  I  referred  your  question  to  the  Director  of  Foreign  Assets  Control  at  the 
U.S.  Treasury  Department.  He  provided  the  following  response: 

'The  approach  to  satisfying  claims  of  U.S.  nationals  against  the  Govern- 
ment of  Iraq  has  as  its  principal  goal  the  equitable  compensation  of  all 
similarly  situated  U.S.  claimants.  Thus,  any  proposal  with  respect  to  the 
U.S.  compensation  regime  must  take  into  consideration  the  claims  of  all 
U.S.  claimants,  and  must  proceed  in  coordination  with  the  United  Nations 
Compensation  Commission.  It  must  also  take  into  account  Iraqi  government 
assets  available  to  satisfy  awards  relative  to  the  value  of  claims  asserted. 
As  you  are  no  doubt  aware,  on  both  the  global  and  national  levels,  claims 
far  exceed  assets.  In  the  United  States,  claims  against  the  Government  of 
Iraq  are  at  least  four  to  five  times  the  value  of  blocked  assets. 

"Within  this  factual  context,  several  steps  have  been  taken  with  respect 
to  compensation  of  U.S.  nationals.  First,  a  legislative  proposal  was  sent  to 
the  last  Congress  to  establish  a  domestic  claims  settlement  process  for 
creditors  of  Iraq,  and  a  similar  proposal  is  currently  under  review  within 
the  Executive  Branch.  This  review  is  near  completion  and  a  proposal  should 
be  forwarded  to  Congress  in  the  near  future.  Second,  the  United  States  is 
fully  cooperating  with  the  United  Nations  Compensation  Commission, 
which  will  review  claims  of  persons  and  entities  resulting  from  the  August 
2,  1990  Iraqi  invasion  and  occupation  of  Kuwait. 

"Third,  the  Iraqi  Sanctions  Regulations,  31  C.F.R.  Part  575  (the  "Regula- 
tions"), which  implement  the  Presidential  declaration  of  national  emergency 
with  respect  to  Iraq,  provide  for  the  unblocking  of  Iraqi  government  prop- 
erty to  permit  payment  for  goods  exported  prior  to  the  imposition  of  sanc- 
tions where  payment  is  required  as  a  mandatory  and  binding  legal  obliga- 
tion of  a  U.S.  bank.  Section  575.510  of  the  Regulations  provides  for  the  is- 
suance of  licenses  to  permit  payment  for  pre-sanctions  exports  involving  a 
E re-August  2,  1990,  irrevocable  letter  of  credit  issued  or  confirmed  by  a  U.S. 
ank,  or  a  letter  of  credit  reimbursement  confirmed  by  a  U.S.  bank.  31 
C.F.R.  575.510.  In  contrast  to  the  legal  obligation  imposed  upon  a  bank 
which  confirms  a  letter  of  credit,  an  advising  bank  has  no  independent  obli- 
gation to  pay  a  beneficiary,  even  upon  the  beneficiary's  compliance  with  the 
terms  of  tne  letter  of  credit. 

"The  distinction  made  in  section  575.510  merely  preserves  distinctions 
made  in  letter  of  credit  law  which  are  central  to  that  body  of  law.  Letter 
of  credit  law  creates  a  fundamental  and  universally  recognized  difference 
in  the  legal  obligations  of  advising  versus  confirming  banks.  These  distinc- 
tions are  set  forth  in  the  Uniform  Customs  and  Practices  for  Documentary 
Credits,  1983  revision  (ICC  Publication  No.  400— "UCP"),  which  are  incor- 
porated by  reference  as  the  governing  law  of  most  international  letters  of 
credit.  In  issuing  or  confirming  a  letter  of  credit,  a  bank  contracts  to  pay 
the  beneficiary  from  its  own  funds  upon  fulfillment  of  the  payment  condi- 
tions of  the  letter  of  credit  contract.  UCP,  Art.  10(b).  This  is  starkly  dif- 
ferent from  advising  a  letter  of  credit,  which  is  a  simple  accommodation  to 
another  bank.  The  advising  bank  acts  much  as  a  messenger;  it  is  a  com- 
plete stranger  to  the  letter  of  credit  contract,  and  undertakes  no  obligation 
to  any  party  to  the  contract  to  make  payment.  UCP,  Arts.  6  and  8;  see  Art. 
12. 

'The  issue  you  raise  regarding  the  issuance  of  Ucenses  with  respect  to  ad- 
vised letters  of  credit  is  currently  in  Htigation  in  Consarc  Corporation  v. 
Iraqi  Ministry  of  Industry  and  Minerals,  No.  90-2269,  before  the  United 
States  District  Court  for  the  District  of  Columbia.  Several  appeals  of  the 
district  court's  rulings  in  Consarc  have  been  filed  with  the  IJnited  States 
Court  of  Appeals  for  the  District  of  Columbia.  In  addition,  several  other 
cases  have  been  initiated  addressing  this  question.  E.g.,  Bergerco.  Canada 
V.  Iraqi  State  Company  for  Food  Stuff  Trading  et  al,  No.  92-2781  (D.D.C. 
filed  Dec.  10,  1992). 

"Consarc  arose  out  of  a  contract  for  the  sale  of  furnaces  by  Consarc  to 
the  Iraqi  Ministry  of  Industry  and  Minerals  ("Iraqi  MIM").  To  finance  the 
sale,  Iraqi  MIM  had  Rafidain  Bank,  an  Iraqi  bank,  open  a  $6.4  million  let- 
ter of  credit  in  favor  of  Consarc,  advised  by  Pittsburgh  National  Bank 
("PNB")  without  PNB  assuming  any  obligation  to  pay  Consarc.  The  Bank 
of  New  York  ("BONT'),  not  a  party  to  the  letter  of  credit,  entered  into  a 
confirmed  reimbursement  credit  agreement  with  PNB.  PNB  was  free  to  de- 
termine at  the  time  documents  were  presented  whether  to  pay  Consarc.  If 
PNB  chose  to  pay,  BONY  would  then  reimburse  PNB  using  its  own  funds 
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and  reimburse  itself  from  the  collateral  set  aside  for  BONY  by  Rafidain. 
These  arrangements  did  not  give  Consarc  the  right  to  obtain  the  funds  set 
aside  for  BONY  in  Rafidain  Bank's  account. 

"No  goods  were  shipped  prior  to  imposition  of  sanctions  and  the  Presi- 
dential blocking  of  Iraqi  government  property.  Blocked  Iraqi  government 
property  included  Rafidain's  account  at  BONY  holding  sums  including  the 
$6.4  million  collateralizing  Rafidain's  obligation  to  BONY  under  the  reim- 
bursement credit,  and  the  furnaces  manufactured  for  the  Iraqi  government. 

"In  its  most  recent  orders,  the  district  court  ruled  that  although  the  fur- 
naces or  their  sales  proceeds  were  properly  blocked  as  Iraqi  government 
property,  the  funds  on  deposit  in  the  Rafidain  Bank  account  at  BONY  were 
not  the  property  of  the  Government  of  Iraq,  and  ordered  Treasury's  Office 
of  Foreign  Assets  Control  to  unblock  these  funds.  We  believe  that  the 
court's  decision  with  respect  to  the  $6.4  million  blocked  account  improperly 
evaluated  the  rights  and  obligations  of  the  parties  under  letter  of  credit 
law,  and  failed  to  consider  important  aspects  of  the  International  Emer- 
gency Economic  Powers  Act  and  the  implementing  Regulations.  The  deci- 
sion is  on  appeal. 

"We  do  not  see  legal  or  public  policy  merit  to  affording  access  to  blocked 
Iraqi  assets  to  beneficiaries  of  advised  Iraqi  letters  of  credit  on  which  no 
person  in  the  United  States  has  any  payment  obligation.  Such  beneficiaries 
are  not  differently  situated  from  any  other  unsecured  creditor  of  Iraq,  and 
should  not  receive  priority  over  other  unsecured  creditors.  Licenses  issued 
pursuant  to  section  575.510  of  the  Regulations  provide  for  payment  to  bene- 
ficiaries of  Iraqi  letters  of  credit  only  where  an  independent  legal  obligation 
to  pay  the  beneficiary  from  non-Iraqi  funds  exists  on  the  part  of  a  U.S. 
bank.  The  confirming  bank,  in  turn,  is  only  licensed  to  reimburse  itself  from 
blocked  Iraqi  funds  that,  prior  to  the  imposition  of  sanctions,  and  pursuant 
to  the  confirmation,  were  specifically  set  aside  as  collateral  for  the  U.S. 
bank's  payment  obligation. 

"We  recognize  and  regret  the  inconvenience  and  hardship  that  economic 
sanctions  programs  inevitably  impose  on  U.S.  citizens,  and  endeavor  to  ad- 
minister our  programs  in  a  manner  that  minimizes  such  hardships.  We  be- 
lieve that  the  Administration  and  the  Congress  are  united  in  the  view  that 
economic  sanctions  constitute  an  effective  tool  of  U.S.  foreign  policy,  and 
help  speed  resolution  of  national  emergencies  declared  with  respect  to  tar- 
get governments  such  as  Iraq,  notwithstanding  the  burdens  imposed  on  the 
U.S.  private  and  public  sectors  through  these  programs.  We  also  believe 
that  the  Congress  desires  equitable  treatment  among  similarly  situated 
U.S.  claimants,  including  the  U.S.  Government,  and  that  the  Department's 
current  licensing  policies  preserve  that  equity  pending  a  comprehensive  do- 
mestic claims  settlement  program." 

Responses  of  Dr.  Summers  to  Questions  Submitted  by  Senator  Grassley 

Question  No.  1.  I  want  to  thank  you  for  already  following  up  on  a  problem  I  dis- 
cussed with  you  when  you  visited  with  me  in  my  office.  And  that  problem  involves 
a  Treasury  report  that  was  mandated  by  Congress  and  is  supposed  to  detail  the  as- 
sets held  in  this  country  by  terrorist  countries  or  organization.  The  problem  is  that 
the  report  is  a  year  overdue,  but  I'm  encouraged  that  there  now  seems  to  be  some 
movement  towards  issuing  the  report. 

The  largest  and  most  daring  terrorist  attack  in  the  United  States  has  just  taken 
place  with  the  bombing  in  New  York.  And,  so  its  even  more  important  that  victims 
of  terror  are  able  to  go  after  these  assets  and  put  the  terrorist  on  the  defensive. 
I  hope  you'll  continue  to  help  ride  herd  on  this  report  until  it  gets  out. 

Back  in  January,  I  asked  Secretary  Bentsen  to  look  into  the  concerns  of  U.S.  com- 
panies who  have  been  blocked  by  Treasury  from  getting  at  money  owed  to  them  that 
has  been  stuck  in  frozen  Iraqi  accounts.  I  haven't  heard  about  any  movement  on 
this  problem  yet.  Could  you  follow  up  and  let  me  know  if  Treasury  has  any  plans 
to  resolve  this  problem? 

Answer.  I  referred  your  question  to  the  Director  of  Foreign  Assets  Control  at  the 
U.S.  Treasury  Department.  He  provided  the  following  response: 

"The  approach  to  satisfying  claims  of  U.S.  nationals  against  the  Govern- 
ment of  Iraq  has  as  its  principal  goal  the  equitable  compensation  of  all 
similarly  situated  U.S.  claimants.  "Thus,  any  proposal  with  respect  to  the 
U.S.  compensation  regime  must  take  into  consideration  the  claims  of  all 
U.S.  claimants,  and  must  proceed  in  coordination  with  the  United  Nations 
Compensation  Commission.  It  must  also  take  into  account  Iraqi  government 
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assets  available  to  satisfy  awards  relative  to  the  value  of  claims  asserted. 
As  you  are  no  doubt  aware,  on  both  the  global  and  national  levels,  claims 
far  exceed  assets.  In  the  United  States,  claims  against  the  Government  of 
Iraq  are  at  least  four  to  five  times  the  value  of  blocked  assets. 

"Within  this  factual  context,  several  steps  have  been  taken  with  respect 
to  compensation  of  U.S.  nationals.  First,  a  legislative  proposal  was  sent  to 
the  last  Congress  to  establish  a  domestic  claims  settlement  process  for 
creditors  of  Iraq,  and  a  similar  proposal  is  currently  under  review  within 
the  Executive  Branch.  This  review  is  near  completion  and  a  proposal  should 
be  forwarded  to  Congress  in  the  near  future.  Second,  the  United  States  is 
fully  cooperating  with  the  United  Nations  Compensation  Commission, 
which  will  review  claims  of  persons  and  entities  resulting  from  the  August 
2,  1990  Iraqi  invasion  and  occupation  of  Kuwait. 

"Third,  the  Iraqi  Sanctions  Regulations,  31  C.F.R.  Part  575  (the  "Regula- 
tions"), which  implement  the  Presidential  declaration  of  national  emergency 
with  respect  to  Iraq,  provide  for  the  unblocking  of  Iraqi  government  prop- 
erty to  permit  payment  for  goods  exported  prior  to  the  imposition  of  sanc- 
tions where  payment  is  required  as  a  mandatory  and  binding  legal  obliga- 
tion of  a  U.S.  bank.  Section  575.510  of  the  Regulations  provides  for  the  is- 
suance of  licenses  to  permit  payment  for  pre-sanctions  exports  involving  a 
pre-August  2,  1990,  irrevocable  letter  of  credit  issued  or  confirmed  by  a  U.S. 
bank,  or  a  letter  of  credit  reimbursement  confirmed  by  a  U.S.  bank.  31 
C.F.R.  575.510.  In  contrast  to  the  legal  obligation  imposed  upon  a  bank 
which  confirms  a  letter  of  credit,  an  advising  bank  has  no  independent  obli- 
gation to  pay  a  beneficiary,  even  upon  the  beneficiary's  compliance  with  the 
terms  of  the  letter  of  credit. 

'The  distinction  made  in  section  575.510  merely  preserves  distinctions 
made  in  letter  of  credit  law  which  are  central  to  that  body  of  law.  Letter 
of  credit  law  creates  a  fundamental  and  universally  recognized  difference 
in  the  legal  obligations  of  advising  versus  confirming  banks.  These  distinc- 
tions are  set  forth  in  the  Uniform  Customs  and  Practices  for  Documentary 
Credits,  1983  revision  (ICC  Publication  No.  400— "UCP"),  which  are  incor- 
porated by  reference  as  the  governing  law  of  most  international  letters  of 
credit.  In  issuing  or  confirming  a  letter  of  credit,  a  bank  contracts  to  pay 
the  beneficiary  from  its  own  funds  upon  fulfillment  of  the  payment  condi- 
tions of  the  letter  of  credit  contract.  UCP,  Art.  10  (b).  This  is  starkly  dif- 
ferent from  advising  a  letter  of  credit,  which  is  a  simple  accommodation  to 
another  bank.  The  advising  bank  acts  much  as  a  messenger;  it  is  a  com- 
plete stranger  to  the  letter  of  credit  contract,  and  undertakes  no  obligation 
to  any  party  to  the  contract  to  make  payment.  UCP,  Arts.  6  and  8;  see  Art. 
12. 

'The  issue  you  raise  regarding  the  issuance  of  licenses  with  respect  to  ad- 
vised letters  of  credit  is  currently  in  litigation  in  Consarc  Corporation  v. 
Iraqi  Ministry  of  Industry  and  Minerals,  No.  90-2269,  before  the  United 
States  District  (3ourt  for  the  District  of  Columbia.  Several  appeals  of  the 
district  court's  rulings  in  Consarc  have  been  filed  with  the  United  States 
Court  of  Appeals  for  the  District  of  Columbia.  In  addition,  several  other 
cases  have  been  initiated  addressing  this  question.  E.g.,  Bergerco.  Canada 
V.  Iraqi  State  Company  for  Food  Stuff  Trading  et  al.,  No.  92-2781  (D.D.C. 
filed  Dec.  10,  1992). 

"Consarc  arose  out  of  a  contract  for  the  sale  of  furnaces  by  Consarc  to 
the  Iraqi  Ministry  of  Industry  and  Minerals  ("Iraqi  MIM").  To  finance  the 
sale,  Iraqi  MIM  had  Rafidain  Bank,  an  Iraqi  bank,  open  a  $6.4  miUion  let- 
ter of  credit  in  favor  of  Consarc,  advised  by  Pittsburgh  National  Bank 
("PNB")  without  PNB  assuming  any  obligation  to  pay  Consarc.  The  Bank 
of  New  York  ."'BONT'),  not  a  party  to  the  letter  of  credit,  entered  into  a 
confirmed  reimbursement  credit  agreement  with  PNB.  PNB  was  free  to  de- 
termine at  the  time  documents  were  presented  v/hether  to  pay  Consarc.  If 
PNB  chose  to  pay,  BONY  would  then  reimburse  PNB  using  its  own  funds 
and  reimburse  itself  from  the  collateral  set  aside  for  BONY  by  Rafidain. 
These  arrangements  did  not  give  Consarc  the  right  to  obtain  the  funds  set 
aside  for  BONY  in  Rafidain  Bank's  account. 

"No  goods  were  shipped  prior  to  imposition  of  sanctions  and  the  Presi- 
dential blocking  of  Iraqi  government  property.  Blocked  Iraqi  government 
property  included  Rafidain's  account  at  BONY  holding  sums  including  the 
$6.4  million  collateralizing  Rafidain's  obligation  to  BONY  under  the  reim- 
bursement credit,  and  the  furnaces  manufactured  for  the  Iraqi  government. 
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"In  its  most  recent  orders,  the  district  court  ruled  that  although  the  fur- 
naces or  their  sales  proceeds  were  properly  blocked  as  Iraqi  government 
property,  the  funds  on  deposit  in  the  Randain  Bank  account  at  BONY  were 
not  the  property  of  the  Government  of  Iraq,  and  ordered  Treasury's  Office 
of  Foreign  Assets  Control  to  unblock  these  funds.  We  believe  that  the 
court's  decision  with  respect  to  the  $6.4  million  blocked  account  improperly 
evaluated  the  rights  and  obligations  of  the  parties  under  letter  of  credit 
law,  and  failed  to  consider  important  aspects  of  the  International  Emer- 
gency Economic  Powers  Act  and  the  implementing  Regulations.  The  deci- 
sion is  on  appeal. 

"We  do  not  see  legal  or  public  policy  merit  to  affording  access  to  blocked 
Iraqi  assets  to  beneficieiries  of  advised  Iraqi  letters  of  credit  on  which  no 
person  in  the  United  States  has  any  payment  obligation.  Such  beneficiaries 
are  not  differently  situated  from  any  other  unsecured  creditor  of  Iraq,  and 
should  not  receive  priority  over  other  unsecured  creditors.  Licenses  issued 
pursuant  to  section  575.510  of  the  Regulations  provide  for  payment  to  bene- 
ficiaries of  Iraqi  letters  of  credit  only  where  an  independent  legal  obligation 
to  pay  the  beneficiary  from  non-Iraqi  funds  exists  on  the  part  of  a  U.S. 
bank.  The  confurning  bank,  in  turn,  is  only  licensed  to  reimburse  itself  from 
blocked  Iraqi  funds  that,  prior  to  the  imposition  of  sanctions,  and  pursuant 
to  the  confirmation,  were  specifically  set  aside  as  collateral  for  the  U.S. 
bank's  payment  obligation. 

"We  recognize  and  regret  the  inconvenience  and  hfiirdship  that  economic 
sanctions  programs  inevitably  impose  on  U.S.  citizens,  and  endeavor  to  ad- 
minister our  programs  in  a  manner  that  minimizes  such  hardships.  We  be- 
lieve that  the  Administration  and  the  Congress  are  united  in  the  view  that 
economic  sanctions  constitute  an  effective  tool  of  U.S.  foreign  policy,  and 
help  speed  resolution  of  national  emergencies  declared  with  respect  to  tar- 
get governments  such  as  Iraq,  notwithstanding  the  burdens  imposed  on  the 
U.S.  private  and  public  sectors  through  these  programs.  We  also  believe 
that  the  Congress  desires  equitable  treatment  among  similarly  situated 
U.S.  claimants,  including  the  U.S.  Government,  and  that  the  Department's 
current  licensing  policies  preserve  that  equity  pending  a  comprehensive  do- 
mestic claims  settlement  program. 

'With  regard  to  your  interest  in  Treasury's  report  on  international  terror- 
ist assets  in  the  United  States,  our  report  should  be  forwarded  to  Congress 
shortly.  You  should  be  aware  that  the  report  does  not  contain  information 
on  funds  held  by  the  terrorist  organizations  themselves.  The  report  provides 
information  only  on  the  funds  of  certain  terrorist-supporting  states  blocked 
under  economic  sanctions  programs  enforced  by  Treasury." 
Question  No.  2.  Both  the  Israeli  and  Jordanian  leaderships  have  requested  that 
the  World  Bank  become  more  involved  in  the  Middle  East.  Throughout  the  Middle 
East  Peace  negotiations,  the  parties  have  agreed  to  initiate  many  studies  on  re- 
gional problems.  Unfortunately,  few  if  any  of  these  studies  have  yet  to  take  place. 
This  is  partly  due  to  a  lack  of  funding. 

As  Undersecretary,  you  can  play  a  crucial  role  in  promoting  assistance  programs 
to  regional  areas,  such  as  the  Middle  East,  through  organizations  like  the  World 
Bank. 

Would  you  support  increased  World  Bank  involvement  in  these  areas,  and  do  you 
have  any  specific  recommendations? 

Answer.  I  strongly  support  and  will  work  to  increase  the  effectiveness  of  the 
World  Bank's  efforts  to  promote  economic  integration  and  sustainable  development 
in  the  Middle  East.  Egypt  and  Jordan  are  traditional  Bank  borrowers,  witn  new 
Bank  commitments  to  these  two  borrowers  over  the  last  three  years  totalling  $1,162 
million;  $962  million  to  Egypt  and  $200  million  to  Jordan.  The  Bank  has  also  just 
undertaken  a  major  reconstruction  loan  for  Lebanon. 

Bank  commitments  to  Egypt  over  the  next  few  years  is  expected  to  average  about 
$400—450  million  annually;  there  will  also  be  considerable  Bank  efforts  in  such  key 
non-lending  activities  as  economic  and  sector  work  aid  coordination,  and  improved 
portfolio  implementation.  The  Bank  also  plans  a  number  of  new  operations  for  Jor- 
dan, although  the  level  of  Bank  lending  is  contingent  on  progress  by  Jordan  in  un- 
dertaking needed  structural  refonn. 

On  March  2,  the  Bank  approved  a  $17*^  million  "Emergency  Rehabilitation  and 
Reconstruction"  loan  to  Lebanon  to  finance  part  of  the  Government's  three  year 
emergency  program  to  rehabilitate  essential  physical  infrastructure,  housing  and 
education.  'The  Bank  is  also  working  to  strengthen  aid  coordination  for  Lebanon. 

In  support  of  the  Middle  East  Peace  Negotiations,  the  Bank  has  been  participat- 
ing in  the  Multilateral  Working  Groups  on  Water,  Environment,  and  Economic  De- 
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velopment  and  Regional  Cooperation.  On  November  9,  1992,  the  U.S.  requested  the 
Bank  to  expand  its  contribution  to  include:  a  more  in  depth  assessment  of  the  devel- 
opment needs  of  the  select  economies  of  the  region,  including  the  West  Bank  and 
Gaza  strip;  and,  an  analysis  of  the  current  financial  flows  into  the  region  and  esti- 
mates on  future  financial  needs  to  support  reforms  necessary  to  accelerate  economic 
development  and  to  support  regional  projects.  The  Bank  has  responded  positively 
and  I  will  continue  to  pursue  this  on  a  nign  priority  basis. 

Question  No.  3.  When  we  met  in  my  office,  I  asked  you  about  the  Administration's 
proposal  to  cut  the  Enterprise  for  the  Americas  Initiative.  The  next  dav,  there  was 
a  Washington  Post  article  that  discussed  the  battle  going  on  between  Treasury  and 
0MB  on  this  issue.  I  personally  don't  see  a  problem  with  cutting  this  program. 
Could  you  tell  us  whether  the  Administration  is  going  to  stick  to  its  original  plan 
to  cut  this  program? 

Answer.  The  Enterprise  for  the  Americas  Initiative  has  had  significant  bipartisan 
support  in  Congress  as  a  cooperative  effort  to  increase  trade,  investment,  and 
growth  throughout  the  hemisphere.  Congress  has  specifically  authorized  U.S.  par- 
ticipation in  the  Multilateral  Investment  Fund,  the  reduction  of  PL-480  and  AID 
debts,  and  swaps  of  nonconcessional  loans.  In  addition,  $90  million  was  appro- 
priated for  EAI  debt  reduction  in  fiscal  year  1993  and  $90  million  for  the  1993  U.S. 
contribution  to  the  MIF. 

The  Clinton  Administration  intends  to  continue  the  Enterprise  for  the  Americas 
Initiative,  within  current  budgetary  constraints.  A  request  for  funding  for  the  EAI 
program  will  be  included  in  the  President's  FY94  budget  request,  which  we  expect 
to  be  presented  to  Congress  on  April  5. 

Responses  of  Dr.  Summers  to  Questions  Submitted  by  Senator  Boren 

Question  No.  1.  Dr.  Summers,  as  you  may  know,  for  several  years  I  have  been 
involved,  with  Lloyd  Bentsen,  Senator  Baucus  and  others,  in  an  initiative  to  reform 
our  foreign  aid  program.  My  "Aid  for  Trade"  legislation,  which  I  intend  to  reintro- 
duce next  week,  would  ensure  that  a  greater  share  of  our  foreign  aid  program  goes 
to  the  purchase  of  American  goods  and  services. 

For  too  long,  we  have  been  handing  out  foreign  aid  with  no  strings  attached,  while 
our  economic  competitors  have  used  their  foreign  aid  programs  to  create  new  m£ir- 
kets  for  their  products.  In  Eastern  Europe,  for  instance,  less  than  a  third  of  U.S. 
aid  has  been  tied  to  the  purchase  of  U.S.  products.  Meanwhile,  over  two-thirds  of 
Japanese  and  German  aid  to  the  region  has  been  in  the  fonn  of  credits  to  sell  their 
products.  Last  year,  almost  70%  of  our  economic  aid  went  out  as  cash  transfers. 
That  is  unacceptable  to  the  American  people  and  for  American  interests. 

In  1991,  an  agreement  was  reachea  between  the  U.S.  and  the  other  countries  of 
the  organization  for  Economic  Cooperation  and  Development  to  reduce  tied  aid,  the 
practice  of  explicitly  linking  foreign  aid  to  the  purchase  of  the  donor  country's  goods. 
The  Bush  Administration  hailed  the  agreement.  Unfortunately,  it  appears  that  this 
agreement  has  succeeded  only  in  tying  one  hand  behind  our  back: 

•  Other  countries  can  waive  it  for  "national  security  reasons." 

•  It  allows  our  competitors  to  "grandfather"  existing  projects,  thus  enabling  them 
to  continue  using  their  aid  to  capture  new  markets. 

•  It  has  no  enforcement  mechanism. 

My  question  to  you.  Dr.  Summers,  is  threefold.  First,  what  is  your  assessment  of 
efforts  Dy  other  signatory  nations  to  circumvent  the  OECD  tied  aid  agreement?  Sec- 
ond, to  what  extent  do  you  believe  American  businesses  are  disadvantaged  by  con- 
tinued U.S.  compliance  with  the  agreement?  Third,  do  you  believe  that  United 
States  ought  to  re-open  negotiations  to  secure  a  more  credible  and  enforceable 
agreement? 

It  seems  that  no  agreement  might  serve  American  interests  better  than  a  bad 
agreement  full  of  loopholes. 

Answer.  The  new  OECD  tied  aid  credit  a.f^eement  seeks  to  establish  guidelines 
distinguishing  types  of  projects  that  may  be  done  with  aid  and  those  that  should 
be  allocatpd  for  commercial  or  standard  expoit  credits  on  market-related  tenns.  The 
agreement  was  not  meant  to  prohibit  all  tied  aid  credits,  but  to  limit  them  where 
ifS.  expoitera  were  most  severely  affected.  It  reflected  growing  recognition  on  the 
part  of  aid  donors — in  particular  finance  ministries — that  there  ib  a  common  inter- 
est in  minimizing  the  trade-distorting  use  of  tied  aid  linaiicing  while  maximizing 
the  total  flow  of  financial  resources  to  developing  countries. 

Under  the  new  guidelines,  projects  that  can  support  market-related  terms  are  in- 
eligible for  tied  aid  credits  but  those  that  cannot  are  eligible.  The  latter  are  pri- 
marily legitimate  aid  projects  that  do  not  involve  the  principal  areas  in  which 


112 

Eximbank  and  Commerce  found  U.S.  firms  to  be  disadvantaged  in  their  1989  and 
1990  reports  to  Congress.  In  addition  tied  aid  is  not  allowed  to  "richer"  developing 
countries  (e.g.  Mexico). 

It  is  too  early  to  reach  definitive  conclusions  on  the  overall  effectiveness  of  the 
new  tied  aid  rules.  These  rules  were  fully  implemented  over  the  course  of  1992,  with 
some  effective  February  15,  1992,  others  August  15,  and  a  few  at  year  end.  Hovv- 
ever,  the  negotiated  deadline  for  the  final  implementation  of  the  new  disciplines  is 
now  past.  Wnile  data  are  not  yet  available  from  which  to  draw  concrete  conclusions, 
we  are  closely  monitoring  the  implementation  process  and  beginning  to  form  impres- 
sions. 

To  date,  we  see  no  evidence  that  countries  are  seeking  to  circumvent  the  agree- 
ment. Rather,  we  see  numerous  positive  signs,  most  notably  a  willingness  of  tradi- 
tionally heavy  users  of  tied  aid  to  cooperate  with  and  be  bound  by  the  new  rules. 
There  have  also  been  anecdotal  indications  that  project  notifications  are  moving 
away  from  the  types  of  projects  in  which  U.S.  exporters  have  been  primarily  inter- 
ested. 

As  the  result  of  the  new  rules,  we  have  also  seen  cases  of  a  donor  informing  a 
major  recipient  government  that  only  standard  export  credits,  not  aid,  would  be 
available  wt  projects  following  a  challenge  and  agreement  to  classify  the  projects 
as  ineligible  for  tied  aid.  There  have  been  other  instances  of  donors  withdrawing  no- 
tifications following  an  initial  challenge.  We  have  even  seen  donors  seeking  guid- 
ance on  eligibility  of  a  project  for  aid  prior  to  a  notification  of  their  intent  to  offer 
aid,  apparently  to  avoid  the  possibility  of  a  challenge. 

Within  the  OECD,  there  has  been  substantial  support  for  our  views  of  projects 
that  we  believed  should  be  ineligible  for  tied  aid.  We  expect  these  findings  to  have 
not  merely  an  immediate  impact  but,  more  importantly,  a  potentially  positive  long- 
term  impact,  because  similar  types  of  projects  as  well  will  be  ineligible  for  tied  aid 
in  the  future. 

The  new  tied  aid  agreement  implies  significant  changes  in  the  aid  practices  of  oth- 
ers. Its  rules  represent  the  strongest  disciplines  others  would  accept.  To  date,  some 
use  has  been  made  of  the  derogation  procedure  that  was  necessary  to  reach  a  final 
agreement  and  accommodate  an  occasional  political  imperative  for  an  aid  project. 
We  expected  countries  to  use  the  derogation  procedure  more  in  the  early  stages  of 
implementation  to  smooth  sharp  differences  between  past  practices  and  the  new 
rules.  To  date,  we  do  not  believe  its  use  has  been  abusive.  The  new  rules  establish 
that  use  of  the  derogation  procedure  is  to  be  "unusual  and  infrequent." 

We  believe  that  this  agreement  significantly  improves  the  competitive  position  of 
U.S.  exporters.  Projects  that  are  productive  enough  to  service  market  related  financ- 
ing are  reserved  for  Eximbank  and  other  export  credit  agencies  to  finance  on  market 
related  terms  if  they  are  open  for  business  in  the  country  concerned.  While  we  be- 
lieve it  may  be  early  to  draw  final  conclusions  that  the  agreement  meets  all  of  our 
expectations,  it  is  certainly  premature  to  suggest  that  the  agreement  is  flawed  and 
negotiations  should  be  reopened. 

Question  No.  2.  Dr.  Summers,  in  the  past  you  have  indicated  your  support  for  a 
broad-based  consumption  tax  as  an  alternative  to  the  current  income  tax  system. 
As  you  know,  I  share  your  concern  that  the  current  tax  system  acts  as  a  disincen- 
tive to  savings  and  investment  and  actually  retards  economic  growth  in  this  coun- 
try. The  savings  rate  in  this  country  is  unacceptably  low.  In  1992,  the  savings  rate 
dropped  below  5%  as  a  percentage  of  GNP.  Other  countries  save  much  more;  Japan 
has  a  rate  of  20.7%,  Germany  has  a  rate  of  14%. 

Our  current  tax  system  also  penalizes  investment  relative  to  the  cost  of  capital 
in  other  nations.  Capital  formation  statistics  compiled  in  a  University  of  Maryland 
study  compare  the  ability  of  U.S.  firms  to  recover  capital  investment  quickly  with 
the  ability  of  foreign  businesses.  Generally,  a  U.S.  company  paying  the  AMT  recov- 
ers 34.06%  of  its  investment  in  the  first  five  years.  A  German  company  recovers 
87.34%  in  the  same  period  of  time;  a  Japanese  company,  64.35%;  and  a  Korean  com- 
pany, 94.83%. 

I  find  these  statistics  to  be  further  proof  that  we  make  our  tax  policy  in  a  vacuum. 
We  do  not  consider  the  effect  of  other  nation's  tax  policies  on  their  businesses.  We 
must  compete,  however,  in  a  global  marketplace  where  countries  and  economies  are 
increasingly  interdependent.  For  example,  we  are  the  only  industrialized  nation  that 
does  not  rely  in  part  on  federal  consumption  taxes  for  revenue.  I  know  that  your 
work  at  the  World  Bank  and  in  international  economics  has  allowed  you  to  think 
internationally.  I  welcome  that  experience  and  know  that  you  will  be  an  asset  to 
the  Treasury  Department. 

I  believe  we  snould  take  the  opportunity  presented  to  us  now  to  reexamine  our 
current  tax  structure  and  to  replace  it  with  a  system  that  taxes  consumption  more 
heavily  and  reduces  the  burden  on  savings  and  investment.  I  have  been  working 
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with  Senator  Danforth  on  such  a  proposal  that  would  replace  much  or  all  of  the  cur- 
rent corporate  system,  that  would  replace  some  of  all  of  the  payroll  taxes,  and  that 
would  make  changes  in  the  personal  income  tax  system  to  eliminate  any  regressive 
aspects  of  a  consumption  tax. 

What  is  your  view  of  the  possibility  of  making  significant  structural  changes  in 
our  tax  system  and  moving  toward  a  consumption  tax  system  in  the  near  future? 

Answer.  Over  the  long  term,  we  may  want  to  consider  some  restructuring  of  the 
tax  system.  However,  the  most  important  problems  currently  facing  the  country  are 
accelerating  the  economic  recovery  and  dealing  with  the  deficit. 

I  am  sympathetic  to  the  view  that  consideration  should  be  given  to  greater  reli- 
ance on  consumption  taxes.  The  Administration  included  one  kind  of  consumption 
tax  in  the  form  of  an  energy  tax  in  its  budget  proposals  and  is  giving  consideration 
to  consumption  taxes  such  as  taxes  on  cigarettes  as  possible  sources  of  financing  for 
health  care  reform. 
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GREENPEACE  STATEMENT 

IN  OPPOSITION  TO  U.S.  SENATE  CONFIRMATION  OF  . 

LANRENCE  SUMMERS 

Greenpeace  strongly  opposes  the  conf iroation  of  Lawrence  Summers 
to  tlie  position  of  Undersecretary  for  international  Af fairsr  U.S. 
DepartJBOTt  of  Treasury.  This  statement  addresses  three  points: 

*  Mr.  Summers  is  unacceptable  Tor  any  position  in  a 

Clinton  Administration; 

*  Mr.  Summers  is  unqualified  for  the  position  and  will 

likely  be  ineffective  in  promoting  US  goals;  and 

*  Mr.  Summers'  ei^ertise  as  an  economist  is  narrow 

while  the  gaps  in  his  economic,  environmental  and 
political  expertise  are  great. 

*  Mr.  Summers  is  unacceptable  for  any  position  in  the  Clinton 
Administration. 

OFFENSIVE  MEMO:  His  1991  memo  promoting  tbe  dumping  of  toxics  on 
developing  nations  is  entirely  inexcusable.   In  it  he  argued  that 
toxics  should  be  dumped  on  low  wage  earners,  and  "jiudfiC-pollated*' 
coTintries  in  Africa  should  receive  more  pollution.   His 
statements  eare  deplorable  and  offensive  to  anyone  concerned  with 
promoting  sustainable  development  emd  reducing  poverty. 

Summers'  World  Bemk  memo  received  wide  international  coverage  and 
condemnation.  Summers  is  ]cnawn  internationally  ets  li:s  author.  His 
efforts  to  defend  the  memo  following  its  release,  including 
suggestions  that  the  offensive  points  were  "tongue- in-^heek"  or 
otherwise  not  Intended  to  be  taken  seriously,  only  JUid  to  the 
offensive  nature  of  his  statements. 

BAD  IMAGE  FOR  CLINTON  ADMINISTRATION:  If  Summers  holds  a  position 
in  the  Administration,  the  credibility  of  the  Treasury  Department 
and  the  us  government. will  be  tarnished,  greatly  reduced  and 
Clinton  Administration  officials  will  be  forced  inappropriately 
to  divert  attention  auid  energy  to  either  defending  or  distancing 
themselves  from  his  statements.  One  of  the  Clinton-Goro  campaign 
promises  was  to  restore  US  leadership  >n  issues  such  as  those 
addressed  during  the  Earth  Summit,   yt  c  confirmation  of  Mr. 
Summers  will  only  woraea  U.S.  relations  abroad,  especially  with 
less  industrialized  States. 
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*  Mr.  SuxuMTS  is  unqualified  for  thi»  position. 

NEGOTIATTNC  SKILLS:  The  Ond^rsecretary  for  International  Affairs 
aust  conduct  or  oversee  ttie  negotiations  for  the  G-7 ,  and  all  of 
the  BUltilateral  development  bank  and  IMF  replenishments,   "t 
requires  the  talents  of  a  respected  professional.  Suauners  has  no 
experience  as  a  negotiator. 

OEVELOPMKNT  EXPERIQJCE:  The  Undersecretary  also  should  have 
experience  in  working  with  less  industrialized  States,  and  should 
understand  what  the  Earth  Susonit  eniphasized:  the  inseparable 
connection  between  development  and  the  environnent.  Suauners 
lacks  both  this  experience  and  understanding. 

■right  to  w  ORMATTON:  The  appointee  should  respect  the  rights  of 
people  to  bv  informed  and  consulted  about  multilateral 
development  bank  projects  which,  affect  them.  L,ocal  people  do  not 
have  opportxmities  to  present  their  position  on  projects  to 
decision  makers  before  the  projects  are  approved  and  have  no 
access  to  an  appeals  process.  This  is  critical  to  improving 
development  institutions.  Even  under  the  Bush  Administration,  the 
Treasury  Department  pushed  for  greater  information  and 
consultation  of  affected  groups,  while  Sumters  has  actively 
discouraged  public  access  to  World  Bank  information.  In  expanding 
information  disolosure  to  affected  people,  Summers  has  either 
played  no  role ,  or  hindered  more  openness . 

POVERTY:  The  Treasury  Undersecretary-  should  have  a  strong 
sensitivity  toward  issues  of  poverty.  As  Chief  Economist  of  the 
World  Bank^  Summers  promoted  austerity  progrems  *rtiich  lowered 
real  wages  for  middle  and  low  income  qfroups  and  cut  programs 
-intended  to  serve  them  at  the  same  time.   The  policies  are  based 
on  the  Reagan/ Bush  faith  that  economic  growth  can  be  accomplished 
through  deregulation,  government  divestment  and  trickle-down 
economics  and  this  will  benefit  the  poorest.   These  programs, 
even  according  to  World  Bank  documents  have  increased  povto-ty 
(they  also  facilitated  debt  repayment)  and  in  no  case  have  social 
assessments  of  adjustment  projects  been  conducted  before  project 
approval.   Summers  still  supports  these  progrzuas. 

crrECTIVEHESS :  If. confirmed,  Suinmer 8  will  likely  be  Ineffective 
in  implementing  the  Administration's  goals.   As  Chief  Economist 
of  the  World  Bank,  Summers  talked  and  theorized  about  the 
importance  of  education  aiKl  woman  in  development,  but  did  not 
actually  change  the  lending  jKirtfolio  of  the  World  Bank,  which  is 
dominated  by  naasive  energy,  infrastructure,  agrlcultxire,  and 
adjustment  p:  )jects.  Similarly,  Summers  had  many  opportunities  to 
intervene  in  problematio  World  Bank  projects  and  declined  every 
opportxinity. 

KANAGBtEHT  SKILLS i  His  management  of  the  World  Development  Report 
was  heavily  criticized  inside  the  World  Bemk  as  is  his  nanagement 
of  the  divisions  he  supervises.   His  managerial  history  and 
skills  deserve  close  scrutiny. 

*  Mr.  Sumnors '  expertise  as  an  economist  is  narrow,  while  the 

gaps  in  his  economic,  environmental  and  political  expertise 
are  great. 

UNSOUKD  THEORIES:  Summers'  memo  blatantly  dismisses  "intrinsic 
rights  to  certain  goods,  moral  reasons,  social  concerns,  lack  of 
adequate  markets,  etc."   Dismissal  of  these  argximents  as  well  as 
environmental,  freedom  of  information  or  human  rights  arguments 
defined  Sumners'  tenure  at  the  World  Bank  and  flies  in  the  face 
of  good  economic  and  political  decision-medcing. 

SUSTAINABILITY :  Summers  has  argued  "there  is  no  legitimate  case" 
for  sustainable  development  criteria  in  eccnoaic  decision  making, 
and  against  any  definition  of  sustainahili*y   This  reflects  a 
theoretical  faith  in  growth,  a  belief  that  a  1  products  are 
aubstitutable  (financial  or  other  production  can  substitute  for  . 
physical  production)  ,  and  a  view  that  a  non-sustainable  futiore  is 
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sinply  impoesible.   However,  World  Bank  e'tudies  show  how  per 
capita  food  production  and  gross  domestic  product  have  fallen  in 
A^ica  during  the  last  decade,  in  good  part  due  to 
desertification  and  unsustainable  resource  use  patterns. 

Many  World  Bank  projects  (e.g.,  cotton  production  in  Sudan)  have 
displaced  food  production,  degraded  soil  quality/  produced  short 
tern  benefits  and  foreign  exchange  earnings  for  debt  repayment 
yet  ended  up  as  ecological,  social,  and  ultimately  economic 
failiires.  In  forest,  agriculture  and  fisheries  management, 
sustainability  criteria  now  define  the  disciplines.   Even  the 
World  Benk's  new  forest  policy  emphasizes  sustainable,  forestry. 
Kr.  Summers  is  dogmatically  wrong  in  his  assessment  of 
sustainability  and  development. 

GLOBAL  ENVIRONMENTAL  PROBLEMS:  Summers  considers  "the  most 
serious  global  problem  -  climate  changes  from  greenhouse  gases... 
In  the  vor»t-c«se  scenario. .."  to  threaten  only  0.1  percent  of 
annxial  GDP  over  the  next  200  years.  The  loss  of  environmental 
services  which  are  iK>t  exchanged  in  markets  and  cannot  be  boiled 
down  into  present  values  costs  also  cannot  be  detected  as 
economic  problems.   For- example,  if  it  were  up  to  economists  to 
ban  the  use  of  CFCs,  we  would  all  fry.   The  costs  of  ozone 
depletion  are  irreversibly  held  in  the  future,  and  not  easily 
traced  back  to  present  value  costs,  whereias  the  benefits  of  CFC 
production  are  present  value  based  and  are  easy  to  measure. 
Fortunately,  the  international  cosaiunity  did  not  ask  economists 
for  studies  to  measure  the  costs  and  benefit:,  of  CFCs  and  wait 
for  a  recommendation. 

Over  one  150  nations,  including  the  US,  signed  the  climate 
convention  in  recognition  of  the  threat  it  poses  to  all  renewable 
resbxirces  and  on  the  basis  of  the  best-known  science.   As  in  the. 
case  o£  ozone  depletion.  Summers'  theoretical  analysis  is 
hopeless  for  identifying  or  acting  on  global'  environitental 
problems  that  the  world  community  is  clearly  concerned  about. 

DECISION  MAKING:.  Summers  has  advocated  cost-benef it  analysis  for 
economic  decision  ibaking.  As  anyone  who  has  done  these  studies 
knows,  their  outcome  is  often  a  fxinction  of  who  measures  the 
costs  and  benefits  (project  proponents) .   However,  affected 
people  want  to  have  a  say  in  what  their  future  will  look  like, 
and  for  this  they  require  Information,  and  a  more  open  decision- 
making process. 

FUrnSE  GSKERATIOMS :  Summers  thinks  that  resource  decifilons  that 
will  clearly  affect  future  generations  do  not  require  ethical 
considerations.   In  a  letter  to  The  Economist  Summers  states: 
"Surely  it  is  ethically  relevamt  that  our  grandchildren- will  in 
all  likelihood  b<  r  jch  better  off  than  we  are."   He  goes  on  to 
argue  that  we  shv  u^d  not  worry  about  future  generations.   This 
flippant  attitude  anong  many  world  Bank  staff  has  promoted 
projects  for  short  term  foreign  exchange  gains  at  the  cost  of 
long  term  ecological  and  economic  sustainability.   We  cannot 
afford  a  Treasury  Ondersecretary  who  assumes  future  generations 
will  be  better  off  than  the  present. 

SHORT  ON  SPECIFICS:  These  real  world  problems  are  not  in  the 
realm  of  Summers'  theoretical  expertise.   At  the  World  Bank  when 
asked  abovtt  specific  projects  and  policies.  Summers  answered: 
"Sorry,  I'm  going  to  have  to  pull  a  Ross  Perot:  I  don't  know  any 
specifics .  •• 

•  •   '  *     ♦  ■ 

CONCLUSlCWt  The  U.S.  Senate,  on  behalf  of  the  U.S.  Government, 
cannot  afford  to  confirm  Lawrence  Sumners.  He  would  be  an 
embarrassment,  he  is  not  qualified,  and  his  economic  knowledge  is 
far  too  narrow  for  the  position  he  is  being  asked  to  hold* 
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February  1,  1993 


Senator  Daniel  Moynihan 
Chairman,  Finance  Committee 
Senate  Russel  464 
Washington,  D.C.  20510 

Dear  Senator  Moynihan: 

We  .  e   vriting  to  urge  you  to  question  Mr.  Lawrence  Summers,  nominee  for  the 
position  of  Under  Secretary  for  International  Affairs  of  the  U.S.  Treasury,  on  his  views 
regarding  environmental  and  social  issues  dunng  his  upcoming  confirmation  hearings  in  the 
Finance  Committee.    International  concern  about  Mr.  Summer's  approach  to  economic 
development  during  his  tenure  as  chief  economist  for  the  World  Bank  (see  enclosed  packet) 
suggests  the  need  for  Congressional  caution  with  this  appointment. 

In  addition,  we  hope  that  you  strongly  consider  the  importance  of  diplomatic  skills 
and  international  experience  regarding  the  appointment.    The  Undtr  Secretary  for 
International  Affairs  is  in  large  part  responsible  for  U.S.  economic  relations  with  the  G-7 
nations,  and  as  such,  could  critically  affect  the  U.S.  domestic  economy  and  international 
economic  relations.    While  refined  diplomatic  skills  and  extensive  international  expenence  is 
imperative  to  the  position,  evidence  suggests  that  Mr.  Summers  skills  lie  in  the  purely 
economic  arena. 

Should  you  decide  to  submit  written  questions  or  question  with  Mr.  Summers  directly 
during  the  hearing,  we  urge  you  to  review  the  broad  areas  outlined  in  the  following  page. 

Thank  you  for  considering  the  issues  surrounding  this  important  appointment.    If  you 
or  your  staff  have  any  questions  or  require  funher  background  information,  please  do  not 
hesitate  to  call. 


Sincerely, 


Washington  Representative 


"When  wr  uy  to  pick  out  inything  by  itself,  wc  find  ii  hitched  lo  cvcr\thing  else  in  the  universe    John  Muir 
NationiJ  Hcadquancn    "30  Polk  Stxect.  Sin  Francisco.  CaJifornia  94100     (4n)  "6-2211 
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1)  What  should  the  U.S.  criteria  be  for  providing  development  assistance  through  the 
multilateral  institutions  (the  World  Bank,  and  the  International  Monetary  Fund),  and 
how  would  U.S.  criteria  change  under  your  leadership  from  the  purely  financial 
criteria  of  the  Reagan  and  Bush  years? 

[To  promote  the  Clinton  agenda  of  putting  people  first,  the  U.S.  lending  criteria  for 
the  multilateral  institutions  must  include  poverty  alleviation,  human  rights, 
environmental  protection,  and  good  governance  --  including  public  accountability  and 
reduced  military  expenditures.] 

2)  Would  you  provide  leadership,  as  Under  Secretary  for  International  Affairs,  to  make 
appropriate  reforms  of  the  Bretton  Woods  ins  itutions  to  reflect  these  new  U.S. 
criteria  and  an  increased  emphasis  on  env   or  nental  and  social  issues  during  their 
fiftieth  anniversary  (1993). 

3)  Relate  your  experience  in  international  negotiations  and  diplomacy  that  is  relevant  to 
the  position  (see  enclosed  newspaper  article  from  Germany). 

4)  Explain  how  you  would  act  to  implement  past  Congressional  directives  and  laws 
directing  the  U.S.  to  undertake  environmental  and  social  reforms  of  the  multilateral 
institutions. 

5)  Can  you  clarify  your  position  regarding  environmentally  sustainable  development  in 
light  of  the  international  controversy  generated  by  your  World  Bank  memorandum 
which  stated  "shouldn't  the  World  Bank  be  encouraging  more  migration  of  dirty 
industries  to  the  LDC's  [less  developed  countries]?"  and,  "I  think  the  economic  logic 
behind  dumping  a  loan  of  toxic  waste  in  the  lowest  wage  country  is  impeccable." 

6)  You  have  argued  that  investment  in  girl's  education  yields  a  higher  rate  of  return  than 
any  other  investment  available  in  the  developing  world  (sec  enclosed  article).    Can 
you  please  relate,  then,  whether  and  how  World  Bank  spending  on  girl's  education 
increased  during  your  tenure  as  chief  economist? 
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Par  rmmislUrf  Releaie:  26  Jamary  1993  Cfinnni:  Ocug  HeUlnis 

Rou  HunnoBd 

STATEMENT  ON  THE  APPOINTMENT  OF  LAWRENCE  SUMMERS 

Tlie  day  after  Bill  Clinton  wu  inaugurated  as  the  42nd  President  of  the  United  States,  be  appointed 
Lawrence  Summers  to  the  post  of  Undersecretary  for  International  Affairs  at  the  U.S.  Treasory.  This 
posidon  has  traditionally  included  responsibility  for  the  formulation  of  U.S.  economic  policy  in  the  Third 
World,  including  U.S.  policy  related  to  the  IMF.  the  World  Bank  and  the  regional  development  banks. 
Sammers,  formerly  Chief  Economist  at  the  World  Bank,  achieved  nocohery  last  year  for  advocating,  in 
a  memo  leaked  to  the  press,  dumping  toxic  waste  in  the  Third  World.  The  memo  made  headlines  around 
the  world  and  trsosformed  Sammers  into  a  symbol  of  World  Bank  iiuensitivity  and  arrogance. 

In  selecL  ig  iummers  to  this  important  post,  for  which  he  must  still  be  confirmed,  the  Clinton 
Administration  needlessly  inroltiid  millions  of  people  in  the  Third  World.  'It  is  hard  for  us  to  believe  thai 
a  Democratic  Administration  would  appoint  Larry  Summers,'  says  Can  Couto  Soares  of  IBASE,  a  major 
Brazilian  non-governmental  organization.  'His  ideas  regarding  development  threaten  the  chances  for  a 
better  understanding  between  the  U.S.  Government  and  the  people  of  the  South.  We  hope  that  this  serious 
"'"aiff  will  be  reconsidered  by  President  Clinton  ' 

During  bis  tenure  at  tfaa  Bank.  Sammers  aggressively  promoted  the  economic  austerity  ind 
liberalization  policies  that  have  cansed  social,  economic  and  environmental  devastadon  across  the  Southern 
hemisphere.  While  Reaganomics  have  been  rejected  at  home.  Summers  has  now  been  rewarded  for 
pushing  similar  policies  abroad.  Furthermore,  according  to  Dong  Heilinger,  Managing  Director  of  Tlie 
Development  GAP,  'had  the  target  of  Summers'  memo  been  women  or  minority  groups  in  the  United 
States  rather  than  people  in  the  developing  world  he  would  have  rightly  been  denounced  and  asked  to 
remove  Mmoif  for  considenxion  for  any  post  in.  the  new  Adminisiradon.* 

In  tict,  environmentil  and  other  noa-govenunental  organizanoos  tried  to  wtm  the  Clinton  innsidon 
team  that  Summers'  appointment  to  any  sigiriflcint  ecoaomic  policymaking  position  would  be  seen  widely 
in  the  Third  World  u  a  slap  in  the  twot.  In  December  these  groups  helped  to  block  his  appoimmeni  as 
Chairman  of  the  Council  of  Ectnomic  Advisors.  They  were  unable,  however,  to  do  so  «his  dme  for  a  post 
which  will  in  large  pan  define  U.S.  positions  at  the  IMF  and  the  World  Bank,  where  for  two  years 
Summers  blocked  iniiiaiives  to  make  the  Bank  more  eavironmentally  and  socially  responsible. 

I 
President  Clinton  has  ifatu  missed  his  first  oppommiiy  u)  disavow  the  Third  World  economic  policies 
of  the  Reagan  and  Bush  Admioistrations  and  to  establish  a  respectful  aiul  fortvard-looking  relationship 
with  the  people  of  the  South.  Both  the  Administration  and  Summers  himself  have  a  long  way  U)  go 
before  those  people,  who  have  suffered  so  much  over  the  past  twelve  years,  are  convinced  that  the  recent 
transfer  of  power  in  Washington  truly  signifies  change.  The  dinton  Administration  needs  to  take 
seriously  its  commitment  to  suppon  real  democracy  in  die  Third  World  by  opening  up  the  economic 
policymaking  process  lo  the  ordinary  women  and  men  who  have  paid  the  price  for  the  policies  that  Lirry 
Summers  has  com    to  symbolize. 
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RAINFORSST 
ACTION  NETWORK 


President  Ointon 

and  Via-  President  Gore 

Vlt  Fax:  (?0:?)  456-7044 

DCiir  Priildent  Oliiton, 

I  :i;i  writing  to  you  concerning  the  appointment  of  Lt^m^  :•'  i-  Summers  to 
the  positiiin  of  undersecretary  of  the  treasury.  It  is  my  feeling;.  ^■.■  \vi  11  as  the 
ovcTwlirlming  opinion  of  the  environmental  commuruty  and  \\v  miJcr 
developed  natioi^s  of  the  world,  that  appxsinting  Lawrence  Swr-n:n<;is  to  this 
position  will  Impede  any  chance  of  positive  reform  to  US  international 
dt^elopmer^  p  'liriea. 

I  am  sure  that  you  are  awjn-  of  Mr.  Summers  racist  and  environmentally 
(uiddal  comments  made  in  the  internal  World  Bank  numo  d^ted  December  21, 
1991,  where  he  it.ilcs,  Tve  alway»  thought  that  under  populated  countrie*  In 
Africa  are  vastly  undfr  polluted...",  and  "\  think  the  economic  logic  behind 
d\imping  a  lo«d  of  toxic  \vnste  in  the  lowejt  wage  country  is  Impeccable,  and  we 
jhnvdd  face  up  to  tliat."  IViese  statements  are  inexcusable,  and  as  Doug  Hellinger 
III  The  Developmmt  CAP  points  out,  "had  the  target  of  Summeri'  memo  been 
women  or  minority  groups  in  the  United  States  rather  than  people  in  the 
developing  world,  he  would  have  rightly  been  denounced  and  asked  to  ren-^ove 
hlmaelf  from  consideration  for  any  poat  In  the  new  Administration." 

As  a  candidate  that  ran  on  a  platform  of  hope  and  dun^i^t.-  .iml  sound 
environmental  policies,  1  find  it  hard  but  all  too  familiar  to  bcli.ve  that  you 
would  consider  appointing  Lawrence  Summers  to  this  crudal  position. 
Lavwence  Summers  presents  no  change  in  the  pclldes  that  have  determined 
third  world  development  strategies  for  the  last  twelve  years.  His  appointment 
will  only  aid  transnational  chemical  and  oil  companies,  encouraging  them  to 
fiirther  rape  the  third  world.  His  vision  for  the  envirorunent  can  be  seen  dearly 
through  th»;  actions  of  the  World  banW  during  his  tenure  as  chief  economist. 
With  Summers  at  the  economic  helm,  plans  for  environm«ntAl!y  dwastaring 
projects  continued  to  roll  off  the  assembly  line  without  real  rhymi*  or  reason. 

Your  decision  to  appoint  Lawrence  Summers  to  the  position  of 
undrjsecretary  of  the  treasury  Is  a  mistake,  and  I  urge  you  to  reconsider  this 
derision. 

Yours  sincerely, 

Randall  Hayc-rt         / 
-     Executive  Director 

Rainforest  Arnon  Network 
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THE  WORLD  BANK'S  ENVIRONMENTAL  DISASTERS 


The  World  Bank  is  financing  a  series  of  environmental  mistakes  around  the 
Third  World.    Barber  Conable,  the  Bank's  new  president,  has  admined  that  there 
are  serious  environmental  problems  with  current  and  past  bank  projects,  but  insists 
that  the  Bank  can  reform  and  avoid  the  same  errors  in  the  future.    He  has  pledged 
to  increase  the  staff  of  environmental  experts  from  the  current  half  dozen  or  so  to 
a  department  of  60  personnel.    It  is  douotful,  however,  that  simply  adding  new  staff 
will  solve  a  problem  that  is  inherent  in  the  Bank's  "have  money,  must  lend' 
approach  to  Third  World  development 

Past  environmental  problems  created  in  part  by  the  Bank  include: 

♦♦    India,  where  the  Bank  is  pnividing  almost  half  a  billion  dollars  for  the 
Narmada  Valley  Development  Project,  a  massive  scheme  that  will  dam  up  India's 
largest  west-flowing  river,  fordbly  displacing  over  two  million  people,  flood  900 
square  kilometers,  and  wipe  out  33,000  hectares  of  India's  dwmdlmg  forest  cover, 
including  some  of  the  country's  best  teak  and  bamboo.    A  study  by  the  Indian 
Gsundl  of  Science  and  Technology  predicts  that  the  dam  will  increase  malaria, 
cholera,  viral  encephelitis,  goitre,  and  other  water  borne  diseases.    The  official 
Indian  Institute  of  Sdeace  warns  that  'as  much  as  40  percent  of  Narmada  Sagar's 
command  area  is  likely  to  become  waterlogged  unless  extremely  careful  and 
widespread  measures  are  taken.' 

♦♦    Brazil,  where  the  Bank  is  lending  S450  million  for  hydroelectric  projects- 
even  though  then-Bank  Praident  A.  W.  Gausen  conceded  in  June  1986  that  one  of 
the  dams  is  'an  ill-conceived  project  which  has  had  substantial  negative  effects  on 
the  environment  and  on  the  Amerindian  population.'    Hugh  H.  Foster,  U.S. 
alternate  representative  to  the  Bank's  Board  of  Executive  Direaon,  complains  that 
the  loan  is  "pure  folly,'  that  it  will  finance  "a  series  of  environmental  disasters,"  and 
that  "major  enviroimiental  questions,  to  all  appe<.  mces,  are  being  swept  under  the 
rug." 

♦♦    Indonesia,  where  the  Bank  has  loaned  the  government  over  $600  million 
to  remove-sometimes  fordbly-several  million  people  from  the  densely  populated 
island  of  Java  and  resettle  them  on  comparadveiy  barren  islands.      This 


iVoM.'  Nothlnf  wnnm  hen  if  lo  b*  coaariMd  a>  iwcnunly  rT<Wciin|  tiM  >irinof  The  Hrnta|t  Foundation  or  u  an 
attciBpt  to  atd  or  hinder  iht  pssuft  of  u>y  bill  before  Congma. 
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"transmigration"  project  makes  little  or  no  economic  sense,  and  pointlessly  destroys 
the  cnvironmenL    The  outer  islands'  soil  is  poorly  suited  for  farming     Crop  yields 
often  decrease  50  percent  between  the  first  and  second  year  after  deforestaaoo.     A 
recent  government  of  Indonesia  repon  complains  that  "an  unfortunate  cycle  of 
destruction  and  rehabilitation  is  becoming  institutionalized.' 

♦♦    Botswana,  where  Bank  projects  are  helping  create  desert.    Two  livestock 
projects  to  promote  cattie  raising  m  this  southern  African  nanon  have  resulted  in 
the  deaths  of  hundreds  of  thousands  of  migratory  animals  and  depressed  "the 
already  limited  subsistence  capabilities  of  [Botswana's]  poorer  aozen,'  according  to  a 
report  by  two  Bank  consultants.    The  African-based  International  Instirute  for 
Livestock  Development  says  the  projea  "has  absolutely  no  chance  of  working 

out Eighty  percent  of  the  rangeland  which  is  under  cattie  in  Botswana  has  already 

been  severely  degraded." 

Why  does  the  Bank  get  involved  in     le.  ;  projects?    Primarily  to  meet  its  self- 
imposed  lending  quotas,  which  increase  by  oiijons  every  year.    For  many  Bank 
employees  and  managers,  the  most  important  single  measure  of  their  success  is 
fiilnlling  the  annual  lending  quota. 

Conable's  Flow  Charts.    Thus  far,  Conable's  attempt  at  Bank  reorganization 
appears  to  be  primarily  a  change  in  flow  charts  and  the  ejection  of  a  few  himdred 
bureaucrats  (with  generous  severance  pay  of  up  to  a  quarter  of  a  million  dollars 
each).    Though  hiring  environmentalists  might  make  the  Bank  more  aware  of  the 
damage  it  does,  it  is  unlikely  that  the  Bank  will  change  its  approach  fundamentally. 
The  Sank  has  known  for  many  years  of  the  environmental  damage  its  programs 
caused  in  Brazil,  Indonesia,  and  sub-Sahara  Africa-yet  has  not  abolished  funding  foi 
the  harmful  projects.    It  is  stiU  apparentiy  motivated  to  set  new  records  on  its 
lending  levels. 

Unless  the  Bank  can  find  a  way  to  direct  its  megabillions  intelligendy  to  the 

grivate  sector  instead  of  to  state-run  enterprises  and  government  bureaucracies,  the 
lank  will  continue  doing  more  harm  than  good. 

Prepared  for  The  Heritage  Foundation  by 

James  Bovard 

a  Washington-based  consultant 
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Save  Planet  Earth 


rin*';-' 


from  economists jjl^t^'j 


Mr  Lmztnc*  Sux- 
Ban.  tis«  ''Vond 
BaaJc's  zhitt  kicc- 
Qist  ou  X  3si  -"I-*  AJ  a 
/ounj  Harvard  ;r:f*iiar  a  ±J 
1380s  he  jairtl  t  rtToadon 
tor  bn'i'anr-w.  Ht  srnpachlsca 
"vtth  noiiy  liberal  cu323  •'^'^ 
served  u  fcoopmie  idv*.Mr  in 
Govfraor  Mlducl  Cululc^'i . 
Ul-Catetf  jp{cs'.;!en:Ul  onipai^s 
IB  1S0>.  3-it  te  ippe«n  s  tuv* 
ona  t'jiai  spec  :a«  tiraioa- 

TMj  ctaturs  because  :h« 
World  Baaji  b  emerglsf  aa  a 
key  player  In  cte  ciobai  «eti> 
ronatBtal  d«bata.  WUl  :be 
bank  back  tSom  to  lapoM 
tS'icii'n  eantrsis  oa  carbon 
amlauoes?  Will  It  cxiu  dercl* 
opmtnt  loans  eanditloe&l  oa 
sQlex  mTircr.— *TTal  r^a^ols? 
WiU  t  siphon  sad*  ■ar.rtnri 
asatnst  aiaug.M  whka  nfcsa 
to  claan  tip  t^alr  dlrtr  *»*--*'«^ 
ttieir 

Mr  Sum— n  Is  w«E  placed 
to  Bould  optnXea  Ttthin  thM 
benic  ra  such  cosu^Tftatal 
IsacAS.  P«.ts(is  xort  iapor- 
tsntiy,  iM  la  mt^ar.tlf  tor 
tha  yew's  Worli  Oerekpnect 
Report,  always  i  ce««:ful  ;ed- 
aco^lcil  tscL  This  fear's 
report  -  »hlei  »Cl  be  irrwed 
to  t^ie  Kosoata  ai  t^  can* 
tOBBcat  -  tt  beiSY  pufcUshcd 
ahead  at  sciiaeiila  Is  in  atfbtt 
to  lB£.uettc«  debata  at  tje 
Caitad  ^fatlalH  eeefereace  ra 
tha  enTiroameat  tn  Rla  »>»'« 
Jnae.  The  "Zarth  Suaumlt' 
cDaid  belp  set  ^loftal  auvlrvi>> 
mental  policy  !br  ttits  decade. 

la  Jaaaary.  at  the  Amr-ni-: 
ScQaomlea  Asscdarlon  eeet- 
tsf  la  Sew  Crleaas.  Mr  Soa- 
^^''1  ^^j^jg  Missis  cCoTT  to  M  ''*" 
hla  feeUsfs.  He  llstaaed  la 
exaspcradoi  to  papers  ar^uls^ 
that  ilobal  wmrBlnf  eaula 
pnTe  a  sioie  sinous  ccs&oqljC 
■istat  than  hhherta  teaiiaed. 
His  owit  riew  was  that  tt  »aa  t 
ROSJly  OTemted  problem. 
Kren  cs  tha  sutt  peulaistic 
aasompf.aaa,  U  would  causa 
daoaga  (qutvaiect  to  oa!y  ^alf 
a  Tear**  growth  of  (roaa 
aaooaal  product  iCN?)  over 
the  aext  half  caatur/.  The 
iiapUaftoa  was  ±at  affora  to 
cjrb  arbca  Hrjwtons  thon'rt 
act  be  a  pitomy. 

Tha  lMki,n<  it  a  mi£dtc:lal 
bank  meaomulum  Ust  w«e.t 
provided  further  loiight  uuo 
Mr  Smnmen's  'hlnlricf.  'Jtist 
btr«*<A  you  ar.d  xe.  liiouldn't 
the  World  Baiuc  be  teccuraj- 


MICHAEL  PROWSE 

on  America 

^  acra  micrxdoa  ot  '±a  dirty 
tnadrrtes  to  the  LSC  [lesi 
levelopad  eouatrlesl?*  he 
wrc:e  -js  a  aeata  u  senior  saff 
daie-1  Seoeaiber  12.  Be  'Jscad 
three  .-tascaa; 

•  Tht  tcoocmic  sset  at  poUu- 
tics  depends  oa  tha  loaa  of 

azid  death.  These  oasu  are  low- 
est ia  the  j}w«st  wa^  oous- 
ztes.  1  think  the  eccssmle 
locx  behind  juaput«  a  Isad  o( 
as:  wasta  la  ±e  lowest  wa«a 
aiustry  a  tapeccable  and  we 
)h:uld  li^  up  a  that.* 

•  TcHutioB  Tosts  start  low  Vat 
.ise  aore  than  piuuui  Inaaraly 
with  tha  ouipot  a  toxic  tub- 
stances.  It  thus  makes  sense  to 
shJt  dlrcy  prodacdon  to  placn 
where  tnTireafflents  are  still 
daaa.  'I've  alwaya  thought 
osdar-popuiatad  countries  la 
Atr.c*  ire  ns:Xr  onder-pol* 
luted:  tbnr  air  quality  U  proO*- 
b^y  rastly  Ineaidently  low 
coBpared  to  Los  Angeles  or 
Maxleo  aty.' 

•  The  Tilne  ictached  to  deas 
and  healthy  fBrtreuaencs 
Increasts  as  llYlnt  standanls 
rise.  The  poor,  a  aOKt.  eansot 
aSbrd  ta  har^  seroples.  "The 
coactra  orer  in  aceot  that 
causes  a  oaa  in  a  auUloc 
enMBft  ta  the  odds  at  prostate 
oncer  J  obviously  |atn(  co  be 
Bjch  hlfher  iB  a  country 
where  people  nrrlTe  to  get 
proeuu  cancer  ihaa  la  a  eeua- 
07  where  4ade^aTa  mortality 
Is  no  ^  thousand.' 

Mr  Sommers  subseqocatly 
tfd  these  comnentj  were  an 
".rorU:'  aitrxat  ta  trlmiilatB 
dahan  rrthar  than  serous  pol- 
■xr  prrp.iqli  The  bank  apolo- 
glzri  ra  >thai/  at  Mr  Summers 
a.nd  rud  vhu  protectloa  ot  the 
tanroiir.trK  was  one  at  Its 
T.^in  cbitctiTts.  It  did  33t  sn- 
dene  C.i  lump.:ig  of  •nu:e  .a 


other  csuncnes.  -  ^ 

The  aemoj  j'lrpon  Is 
'icisiToran-  ^  j  the  tons  at 
the  remarlts  thit  Is  revetiiag. 
It  Is  hard  to  ^ilive  'Jui  j^y. 
body  wiio  COT!-!  deeply  about 
Che  •nvjnomea:  would  wrlia 
•±a:  way.  r/*a  la  a  cccidea- 
3al  mno.  If  you  Ci-ti  you 
would  act  descr.^  Tla^aa  air  aa 
Im^.r'i— c  yo^  would  3ot  r;^ 
to  an  arf  mr  t  br  ft^rrniiny 
"xttic  Tiur  I-  poor  couatrlee 
a  'ISMGL  bit '. 

for  Mr  SuBffitiT.  the  tari- 
ronmeit  levss  9  be  Just  a  pila 
at  raw  satenaL  scsethiRf  70a 
u»e  -ip  'a  ereatm*  GJn>.  It  '.a 

QOt   an    •yn<TTn*mnn    tti^Uda    In 

America.  In  daabint  !or  trtwia 
over  rwo  centuries,  tat  C3, 
lAsr  ail.  haa  dnpdled  '.ta  awn 
coatinm  The  air  quality  in 

the  Blue  ^'r*f»   ^^minrwinl   n^mf 

Waifalsr^oa.  once  a  aamrai 
paradise.  Is  sow  jome^jses  so 
poor  cha:  people  are  td-nsed 
lot  CO  i^are  '.hau'  ea.-^  Maoy 
RTcrs  are  pouocous.  Urban 
landscapes  in  sitra  ariinrrih- 
abiy  Qfiy.  3at.  heU.  moet 
Anerlrari  ire  hippy  enough. 
Why  should  the  devtiopinj 
world  co:  JdBow  juit? 

Viewed  thnu^h  iha  llscorv 
Iny  7tj^  at  auultt  •cooaaoca. 
Mr  Suoatrs  1  arrumaoQ  say 
npear  'nfini  Box  should  dec- 
fSoaa  oa  the  locatoa  of  lacs^ 
rtea  really  be  d«taral:ed  br  ' 
tsrtmarei  of  wbsie  busaa  life 
U  eheepest?  And  t  tha  asswvr 
la  yea.  why  step  there''  EsTl. 
roamemal  eonffms  are  eattij. 
Why  should  the  bank  -  or 
laybody  else  -  or  ta  Impoee 
any  envjocntntjl  -x—jmf 
tn  the  'iUrd  world?  Let  It  tiaoy 
dirty  frowu.  Lm  the  Cactona* 
smoke.  If  the  flob*  wtrrrj  117  a 
few  daerees.  ao  such  '.he  bet- 
ter well  an  nt  a  innm  If  ibt 
Otttsida  wcrid  becoiuae  totally 
Inhosp'.ubla.  «t  can  alwtys 
liv«  In  presaun  '  plas^  boi^ 
bias. 

This  Is  a  ROpi.  f&r  rain.  The 
ehailesfi  is  to  Snd  aa  (Suita- 
ble way  of  AnaBcLot  dean 
frowt^  sverywiure.  Rather 
Chan  Cif-.iriQ(  out  vtyi  to 
export  dirty  indusrr.tj.  wt 
should  be  a7la«  co  prtr«at 
poor  xunC.es  t^m  .-epettinf 
our  owti  iwfn!  envi.-onnicstaj 
mi«i^if»«  T5ii3  .■equircs  nr.oo- 
fnm  lastitutiocs  tuch  is  ;he 
World  Back,  aat  .■n*iD-rpu-.:od 
utilitx-.a3li=  3f  t.ht  k-3d 
Charles  Dl:k*-i  ji-.-'Jcd  la 
HiTd  TL=t5. 
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WORLD  BAMX  CHIEF. SXJUIS  "DIRTy"  IMDaSTRIES  COMKOIT 

HARARE,  Fab  11  (ATP)-  World  Bank  prasidant  Lavis  Praston 
Tuasday  alajDad  aa  "outragaous"  a  confidantlal  aaao  by  tba  bank 'a 
cbiaf  aconomiat  auggaating  that  tha  agancy  ancouraga  tba  axport 
or  "dirty"  induatriaa  to  tha  Third  World.    "Wall,  in  lifa  I 
think  vary  bright  paopla  aay  aoaa  vary  fooliah  thinga  and  thia  ia 
an  axaapla  of  that,  and  aa  far  aa  I  aa  concamad  tha  incidant  ia 
cloaad,"  Praaton  aaid  at  a  praaa  confaranca  at  Harara  Airport  on 
hia  arrival  hara. 

Ha  vaa  rafarring  to  a  laakad  aaao  by  World  Bank  "ztt  .af 
aconoaiat  Iiarry  Suaaars  which  aaid  that  aach  of  Af  x  lea  vaa  ■ 
"vaatly  ondar-pollotad  —  thair  air  quality  ia  probably  vaatly 
Inafficiantly  lav  coaparad  to  Loa  Angalaa  or  Kaxico  City." 

Said  Praaton:   "X  think  thia  that  tha  coaaanta  which  wara 
takan  out  of  a  longar  docuaant  that  Hr.  Suaaara  vrota  to  hia 
ataf  f  which  was  aaant  to  ba  a  provocativa  docuaant  but  that 
languaga  ...  is  raally  outragaoua  and  not  accaptabla  takan 
outsida  tha  full  contant  of  tha  aaaorandua."    Saying  it  waa 
unf  ortunata  that  tha  aaao  waa  aharad  with  paopla  outaida  tha 
bank,  Praaton  aaid  Suaaara  waa  vary  upaat  and  had  apologiaad  "to 
paopla  who  find  hia  raaarka  offanaiva.** 

"Tha  bank 'a  poaition  on  tha  anvironaant  ia  aat  by  tha 
aanagaaant  and  it's  approvad  by  our  axacutiva  diractors,  and  Mr. 
Suaaara  aupporta  that  poaition,"  ha  aaid. 

Praaton  is  on  tha  third  lag  of  a  foxir-nation  African  aafari 
which  will  taka  hia  froa  Ziababva  to  Tanzania,  Zaabia  and  South 
Africa  AFP 
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IN  AN  INTERNAL  MEKO,  TEE  WORLD  BANK'S  CHIEF  ECONOMIST  BACKS 
SHIFTING  ** DIRTY  INDUSTRIES''  AND  TOXIC  WASTE  TO 

Maao  By  World  Bank  Official  Says  To  Sand  Pollution  To  Third  World 

LONDON  (AP)  —  In  an  intamal  aaao,  tha  World  Bank's  chief 
aconoaist  bacJcs  shifting  **  dirty  industriaa'*  and  toxic  vasta  to 
poorar  countrias  that  ara  laas-pollutad,  a  Britiah  magazina 
raports. 

*I'va  alwaya  thought  that  undarpopulatad  countriaa  in  Africa 
ara  vaatly  undarpollutad,  * '  ZiMWmnca  Suaaara  waa  quot«d  aa  aaying 
in  tha  aaao  datad  Dae.  12,  according  to  Tha  Econoaist  published 
Friday. 

^*Juat  batvaan  you  and  aa,  shouldn't  tha  World  Bank  ba 
encouraging  aora  aigrationa  of  tha  dirty  industries  to  LDCs  (less 
developed  countriea) ?* '  tha  aeao  vaa  quoted  as  saying. 

The  deaand  for  a  clean  environaent  for  aesthetic  and  health 
reasons  rises  with  incoae,  ha  vas  quoted  as  saying. 

Tha  World  Bank  said  the  vieva  expreaaed  in  Suaaers'  aeao  do 
not  represent  the  poaition  of  tha  bank,  vhich  waa  set  up  to 
encourage  econoaic  and  social  developaent. 

^ ^Protection  of  the  environaent  ia  one  of  the  World  Bank's 
baaic  objectivea  and  tha  bank  doea  not  condone  the  transfer  of 
toxic  vaatea  or  other  pollutants  to  other  countriea,''  tha  bank 
said  in  a  stataaent  issued  by  its  Washington  headquarters. 

Suaaers  had  intended  his  aaao  to  provoke  debate  and  sharpen 
the  analyais  in  a  forthcoaing  World  Bank  report  on  prospects  for 
the  global  econoay,  the  stateaent  said. 

« «Mr.  Suaaers  deeply  regrets  the  obvious  aisunderstandings  his 
aeao  has  caused  and  apologizes  for  any  aisconceptions  it  aay  have 
generated, * '  the  bank  said. 
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Wbrld  Banli  Official's  Irony  Backfires 


By  Michael  Weisskopf 


In  a  town  where  the  pen  is  often 
mightier  than  the  sword,  the  World 
Baxi^'3  chjef  economist  is  discovermg 
how  deep  words  can  cut— even  when 
they  were  intended  to  be  ironic. 

Last  December.  Lawrence  Sum- 
mers wrote  a  lengthy  memo  on  trade 
poliaes  to  his  staff  in  which  he  di- 
gressed into  a  few  'nuggets.'  led  aS 
by  a  rhetoncaJ  quesDon;  'Just  be- 
tween you  and  me.  shouldn't  the 
World  Bank  be  encouraging  more 
migraDon  of  dirty  industries  to  the 
LOCs  [less  developed  countnesj?' 

He  proceeded  to  list  the  reasons, 
noting  that  "underpopulated  cotm- 
tnes  in  Afnca  are  vastly  underpol- 
luted':  that  caranogemc  enusstons 
are  of  greater  concern  in  a  country 
"where  people  survive  to  get  pro*- 
tate  cancer"  than  in  one  where  a  6ith 
of  the  population  dies  in  childhood; 
and  that  countnes  with  the  lowest 
wages  should  have  *a  given  amount 
of  health-impainng  pollution'  be- 
cause the  social  costs  of  such  poUu- 
Qon  are  based  on  lost  earnings  from 
increased  death  and  disease. 

'I  think  the  economic  logic  behind 
dumping  a  load  of  tone  waste  in  the 
lowest  wage  country  ii  impeccable 
and  we  should  face  up  to  it.*  he 
wrote. 

Pulled  out  of  the  larger  memo  and 
arniiated  like  samudat  among  low- 
er-ranking ofSdais.  the  "auggets* 
Ignited  a  firestorm  at  the  cx>rmally 
suid  bank  dedicated  to  the  easing  of 
poverty  and  encouragmg  of  ecooora- 
ic  development  in  the  Third  World. 

As  the  bank's  vux  president  for 


development  economics  and  chief 
economist.  Summers  does  not  usually 
have  to  explain  himself.  But  only 
rarely  does  a  high  Washington  oSiaal 
devute  so  far  from  standard  bureau- 
(xatese. 

On  Jan.  12.  a  month  after  the 
original  memo  appeared.  Summers 
issued  a  clarification.  He  wrote  that 
while  the  excerpt  "unfortuiutely 
makes  it  appear  that  I  am  seriously 
forwarding  certain  strong  argu- 
ments.' the  statements  were  de- 
signed as  a  'sardomc  counterpoint, 
an  effort  to  sharpen  the  analysis.* 

In  an  interview  last  week,  be 
apologized  for  using  Inflammatory* 
language  and  stressed  "M  is  not  my 
policy  view  that  pollution  is  good  any- 
where.* Nevertheless,  he  insisted  "it 
is  a  legitimate  quesQon  whether  en- 


vironmental standards  should  be  the 
same  worldwide.*  and  it  is  only  be- 
cause the  question  (alls  outside  the 
bounds  of  'political  correctness*  that 
It  generated  such  a  strong  backlash.     ; 

"Free  trade  policies  wiU  have  a 
real  effect  on  the  distnbution  of  . 
pollution  around  the  world."  said 
Summers,  37.  whi-  was  an  econom- 
ics professor  ;  H  vard  until  taking 
the  World  Ba.  .  ^  j  a  year  ago.  'In- 
dustries tend  to  locate  m  places 
where  (production  costs  are  the 
least),  tlie  consequences  need  to 
be  considered  carefully.' 

His  Jan.  12  clarification  only 
deepened  suspicion  among  the 
bank's  environmental  officials,  long 
at  odds  with  its  economists  and 
their  cost  calculus  of  ecological  pro- 
tections. Summers  "nuggets* 
seemed  like  a  case  of  cost-benefit 
analysis  run  amok. 

Leaked  to  environmental  groups, 
the  memo  came  to  the  attention  of 
Brazilian  officials  who  lodged  a  pn> 
test  with  the  bank.  Brasl  is  hosting 
the  "Earth  Summit"  in  June,  where 
the  bank  is  supposed  to  submit  its 
first  report  on  the  environmcnL 

Greenpeace  has  called  for  Sum- 
mers to  resign. 

After  defending  Summers  as  a 
free-thinker  who  simply  sought  to 
provoke  debate,  a  bank  spokesman 
issued  a  statement  Last  Thursday, 
stressmg  that  the  views  in  the 
memo  'do  not  represent  the  posi- 
tion of  the  World  Bank." 

"Mr.  Summers  deeply  regrets 
the  obvious  misunderstandings  his 
memo  has  caused  and  apologues  for 
any  misconceptions  it  may  have 
generated."  the  statement  said. 
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fROH:  Jose  A.  Lutzanbergtr 

Secrctirio  do  M«1o  Arabitnta 
BrasTlla 

TO:  Hr  Laurence  Summers 

V:vc  P.«*IJ«ia  Rii»«arch  &  ^6Hcy 
Washington,  OC    20433 

It  was  almost  a  pleasant  surprise  to  na  to  read  reports  In 
our  papers  and  than  receive  copy  of  your  memorandun  supporting 
the  export  of  pollution  to  Third  World  Countries  and  the 
arguments  you  present  for  justifying  It.  Tour  reaion*lng  Is 
perfect. y  logical  but  totally  Insane.  It  underlines  what  I 
Just  wrote  In  a  chapter  on  the  absurdity  of  much  of  what  goes 
for  "econoalc  thinking"  today  as  part  of  a  book  that  will  ve 
presented  at  the  RI0-9Z  Conference.  Your  thoughts  will  be 
quoted  In  full  (n  th«  book. as  a  concrete  exanple  of  the 
unbelievable  alienation,  reductionist  thinking,  social 
ruthlcssnass  and  tht  arrogant  Ignorance  of  atny  conventional 
■economists'  concerning  tht  nature  of  the  world  we  live  In. 

If  It  cane  from  soaa  insignificant  teacher  In  a  third  grade 
school  In  the  backwoods  It  ailght  be  laughable,  but  coming 
from  a  Harvard  proftsior  and  a  man  In  your  posltJon  It  la 
an  Insult  to  thinking  people  all  over  the  World.  If  the 
World  Bar)k  keeps  you  as  vice  president  It  will  lose  all 
credibility.  To  me  It  would  confirm  what  I  often  said  as 
an  environmentalist,  years  ago,  fighting  ecologically 
devastating  and.  socially  disruptive  World  Bank  "development 
projects",  namely  that  the  best  thing  that  could  happen 
would  be  for  the  Bank  to  disappear. 
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WORLD  BANK  APOLOGIZES  FOR  MEMO  SUGGESTING  TOXINS  BE  SENT  TO  THIRD 
WORLD 


WASHINGTON,  Feb  7  (AFP)  -  World  Bank  officials  Friday 
scrambled  to  control  potential  damage  from  the  lezOc  of  a 
confidential  memorandum  suggesting  that  polluting  industries  be 
transferred  to  the  Third  World. 

"The  views  expressed  in  this  int<  rnal  memo  ...  do  not 
represent  the  position  of  the  Wor  d  Bank,"  said  a  press  release 
referring  to  a  confidential  note  «.  ent  by  chief  economist  Lawrence 
Summers  on  December  12 .     Excerpts  from  the  memorandum  were 
published  Monday  in  Jornal  do  Brasil,  one  of  the  country's  major 
dailies,  and  appeared  Friday  in  an  article  entitled  "Let  Them  Eat 
Pollution"  published  by  The  Economist,  a  London-based  magazine. 
Summers'  memo  was  quoted  as  saying  that  less  populous  African 
countries  were  "under-polluted"  and  that  any  diseases  caused  by 
contaminants  such  as  cancer  would  cause  less  economic  damage  in 
developing  countries.     Noting  "lamentable"  obstacles  to 
distributing  contaminants  generated  by  industries  such  as 
transportation  and  electrical  generation  and  the  high  cost  of 
transporting  solid  vaste,  Summers  reasoned  that  "dirty" 
industries  should  simply  be  transferred  to  the  poorer  countries. 

"I  think  the  economic  logic  behind  dumping  a  load  of  waste  in 
the  lowest-wage  country  is  impeccable,"  wrote  Summers,  who  heads 
the  bank's  research  division. 

The  World  Bank  statement  explained  that  summers'  memo  was 
merely  an  attempt  "to  provoke  debate  and  sharpen  the  analysis"  in 
a  forthcoming  report  on  the  prospects  for  the  world  econmy. 

"Mr.  Summers  deeply  regrets  the  obvious  misunderstandings  his 
memo  has  caused  and  apologizes  for  any  misconceptions  it  may  have 
generated,"  said  th«  release. 

"Protection  of  the  environment  is  one  of  the  World  Bank's 
basic  objectives  and  the  Bank  does  not  condone  the  transfer  of 
toxic  wastes  or  other  pollutants  to  other  countries,"  it  said. 

Brazil's  environment  minister,  Jose  Lutzenberger,  sent  a 
letter  to  Summers  on  Thursday  protesting  the  memo.  "Your 
reasoning  ia  perfectly  logical  but  tetally  insane,"  Lutzenberger 
wrote. 

"Your  thoughts  (are)  a  concrete  ex<±mple  of  the  unbelievable 
alienation,  reductionist  thinking,  social  ruthlessness  and  the 
arrogant  ignorance  of  many  conventional  'economists'  concerning 
the  nature  of  the  world  we  live  in,"  he  %rrote. 

The  World  Bank  memo  also  elicited  protests  from  the  Greenpeace 
office  in  Rio  de  Jimeiro. 

The  international  environmental  organization  said  Summers' 
remarks  were  typical  of  the  World  Bank's  environmental  policies 
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LET  THEM  EAT  POLLUTION,  WORLD  BANK  OFFICIAL  SAYS 

LONDON  (AP)  —  The  chief  economist  of  the  World  BanJc  advocated 
exporting  '*dirty  industries' '  and  toxic  waste  to  poorer 
countries,  where  cooplaints  about  pollution  are  less  likely,  a 
British  magazine  reported  Friday. 

^I've  always  thought  that  underpopulated  countries  in  Africa 
are  vastly  underpol luted, ' '  Lawrence  Summers  was  quoted  as  saying 
in  an  internal  memo  dated  Dec.  12,  according  to  an  article  i^  The 
E  :onomist. 

^^Just  between  you  and  me,  shouldn't  the  World  Bank  be 
encouraging  more  migrations  of  the  dirty  industries  to  LDCs  (less 
developed  countries)?*'  the  memo  was  quoted  as  saying. 

The  World  Bank  said  the  views  expressed  in  Summers '  memo  do 
not  represent  the  position  of  the  bank,  which  was  set  up  to 
encourage  economic  and  social  development. 

''Protection  of  "hmPewvironment  is  one  of  the  World  Bank's 
basic  objectives  and  the  bank  does  not  condone  the  transfer  of 
toxic  wastes  or  other  pollutants  to  other  countries, • •  the  bank 
said  in  a  statement  issued  by  its  Washington  headquaurters . 

Summers  had  Intended  his  memo  to  provoke  debate  and  sharpen 
the  analysis  in  a  forthcoming  World  Bank  report  on  prospects  for 
the  global  economy,  the  statement  said. 

''Mr.  Summers  deeply  regrets  the  obvious  misunderstandings  his 
memo  has  caused  and  apologizes  for  any  misconceptions  it  may  have 
generated,'*  the  bank  said. 

The  Economist  quoted  the  memo  as  saying:  ''I  think  the 
economic  logic  behind  dumping  a  load  of  toxic  waste  in  the 
lowest-wage  country  is  impeccable  and  we  should  face  up  to 
that,** 

The  demand  for  a  clean  environment  for  aesthetic  amd  health 
reasons  rises  with  income,  he  was  quoted  as  saying. 

"The  concern  over  an  agent  that  causes  a  one-in-a-million 
change  in  the  odds  of  prostate  c«mcer  is  obviously  going  to  be 
higher  in  a  country  where  people  sxirvive  to  get  prostate  cancer 
than  in  a  country  %rtiere  the  under-5  mortality  is  200  per 
thousand, *  *  the  memo  was  quoted  as  saying. 

The  Economist  characterized  Summers'  language  in  the  memo  as 
"crass,**  but  said  he  was  asking  questions  "that  the  World  Bank 
wov''d  rather  ignore  —  and,  on  the  economics,  his  points  are  t   ird 
to  nswer.  The  bank  should  make  this  debate  public. ' • 
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uror  on  Memo 
At  World  Bank 

Sf>cc>«l  (0  The  N«w  York  Tlmci 

WASHINGTON,  Feb.  6  -  A 
memo  by  Lawrence  H.  Sum- 
mers, ihe  Worlcf  Bank's  chief 
economist,  has  angered  envi* 
ronmeniaiists  by  arguing  that 
many  developing  countries  are 
underpolluted  and  that  dirty  in- 
dustries should  be  encouraged 
to  move  to  them.  Mr.  Summers 
has  said  the  memo  was  meant 
to  be  sarcastic. 

•'A  given  amount  of  health- 
impairing  pollution  should  be 
done  in  the  country  with  the 
lowest  cost,  which  will  be  the 
country  with  the  lowest 
wages/'  said  the  memo,  which 
was  obtained  from  a  critic  of 
the  World  Bank's  environmen- 
tal record,  "1  think  the  econom- 
ic logic  behind  dumping  a  load 
of  toxic  waste  in  the  lowest- 
wage  country  is  impeccable 
and  we  should  face  up  to  thaL" 

Mr.  Summers  said  in  a  re- 
cent Interview  that  the  seven- 
page  memo  was  a  strongly 
worded  and  sarcastic  response 
to  a  vague  draft  text  on  envi- 
ronmenui  issues  by  another 
World  Bank  division. 

The  World  Bank  said  in,e 
statement  today Ihat  the  memo 
did  not  represent  the  instttu-. 
tion's  position  and  that  Mr. 
Summers  had  apologized  "for 
any  misconceptions  it  may 
have  gcncraied." 
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The    Economist 
2/7/92 


Let  them  eat  pollution 


LAV,TV£NCI  SL'MMEM,  chief  ecar.> 
I  rein  of  the  World  Bank,  sent  a  rr-^m- 
onr.dum  to  sosrt  colltifuss  on  Deccn- 
ber  I2th.  Th«  EcanarTzst  his  a  ccpy. 
Some  of  :he  meno  has  austd  a  fuss 
within  the  Bcnk: 

Jwt  bewretysu  xod  m£,  thatl^lnt  4m 
Vjorid  tank  bit  t:noounpn%  rnan  ml|r»> 
tioD  of  the  duty  indutcia  a  dis  loar  i 
eu  i&irJc  c^thna  icuani: 

0)  Tlia  mcumeEeBt  (/  ihc  ata  at 
hal^'ifltpvrini  poUunon  rirpgnds  on  (bt 
Ibc^ona  eami&p  mm  iBaeutd  atorUdRy 
•nd  mortal^.  Frem  thU  poim  ef  vto^  a 
frvcn  amacnt  of  health -iaipaixiai  poQu- 
tiosth^dbcdsncinthteounaywni]  die 
Io«>cR  csst.  which  wUl  ba  tha  oouray  wnfa 
^  kjwfMi  ««fa.  1  think  tbe  ecar^mtclofk 
bahmd  dwnplBf  a  load  of  >''»r;  wars  in 
the  Imwrar  ^af^  eeunoy  is  rmy^.  .ku  b)^ 
^M  ihouJd  Sbb  up  o  ihxL 

(2}  Ilia  eoB  oFponuden  arc  lilKiy  «B  be 
DOO'iuMai  aa  iha  Initial  Incjunajm  of  poi> 
liaoD  pmhabljr  luvc  voy  lew  cob.  rtt  ai- 


wayi  thokfht  nat  undcr-pcpJarsd  erx-!> 
in«a  in  A&ia.  an  vwdy  Mnicr-poDuadj 
(hair  air  quality  is  pafaabiy  van!y  in^ 
fdentjy  low  |i!e|  cor.pared  ro  La  Arfda 
or  MoDca  Gry.  On.'y  *e  laner.tahla  ba 
thxt  iQ  nuch  poiluaca  't»  |e«nted  by  nsa- 
Bidabla  iodustra  (ua-npm.  daoncal 
{cneratsoaj  ard  that  dM  una  tnopon 
cmi  of  loiia  wok  an  b  hi^  picvuit 
wortd^BtlAit«tr.hirrin|  tada  in  air  pd}u- 
Qoa  aod  wasc 

0]  Tit  demand  nr  a  ckan  cTvusnincnt 
fat  aathccc  and  haai±  ronsu  ii  U2iciy  to 
hjvt  Ycy  hifb  in»ce<laf3ciTy.  Tha  can* 
am  ovc  an  iftr:  ±a}  a-^oa  ■  oncj)-*- 
mj[}ian  cnan|e  in  tbe  odda  af  proaatc  an- . 
car  ii  o?v-.o;ai>-  fcis|  3  be  nnsh  tj^ja  ia 
a  COST?)-  whsrt  pccda  9c\in  vo  get  pr=>- 
n:a  once  than  in  a  counoy  wfaara  ur.dar-l 
T.arali^  u  zscper  thousasd.  Ate.  srxch 
of  (he  QSKKS  9Ki  isdutcul  aiu-3a;i.rj  !c 
di» :  ar^t  >*  about  viafoSlT-iaprlrini  par* 
Tsu  .laa.  Thaa  diadurfaa  nay  haw  vvy 
liaic  dirao  bealth  ispie.  Cjaa¥f  trade  is 
(QCiii  that  fTTifiiody  aet^^cds  pollution  coo* 
cBw  CDuU  b«  wttihrc-cahiDCTTf.  while 
pnductiao  ia  taotsU  ^  cnrusTftioo  of 
prvrry  air  i*  a  Bon-«idabU. 

The  ptsbicn  amb  tha  arfLffienn  tf< 
iinsi  all  of  thaae  propaaaa  far  tnairpeUu* 
aon  ic  isci  Qnrin&c  ri^itt  t9  ctrain 
laadi.  moral  naaorts.  Mcal  coocarra.  bck 
of  adequaia  narkea,  ae)  cculd  fat  tvimid 
around  and  uaod  more  tv  leaa  dCeesvchr 
aiamat  every  Bark  pnponl  for  Ubetal- 


The  iacfuajt  Is  ous,  evcc  fer  in  inter* 
nal  rrema  Btrt  look  at  it  mother  way: 
Mi  Sunrun  is  ukinf  cutrions  Out  the 
v«^rld  Bank  would  ntner  ifnorr— ar^d, 
en  the  e»r.om:cs,  his  points  art  hard  to 
ans^ver.  The  Bank  should  miLke  this  de- 
hi'^e  public 
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WORLD  BANK  IN  THIRD  WORLD  POLLUTION  ROW  -  REPORT 

LtiNDON,  Feb  6,  Reuter  -  Britain's  Economist  magazine  said  on 
Tliorsday  it  had  obtained  i   confidential  World  Bank  memo 
suggesting  the  lending  agency  should  actually  encourage 
exporting  "dirty''  industries  to  the  Third  World. 

The  magazine  said  its  Friday  edition  would  print  the  memo  by 
World  Sank  chief  economist  Lawrence  Summers  in  a  report  saying 
that  parts  of  it  ^ ^caused  a  fuss  within  the  Bank.'' 

According  to  the  Economist,  Sens  >rs  says:  ^ * Just  between  you 
and  me,  shouldn't  the  World  Bank  ki  encouraging  more  migration  of 
th^  dircy  industries  to  the  LDCs  (Less  Developed 
Countries)?' ' 

Re  is  said  to  have  written  that  much  of  Africa,  for 
instance,  was  ** vastly  under-polluted  —  their  air  quality  is 
probably  vastly  inefficiently  low  compared  to  Los  Angeles  or 
Mexico  City. ' • 

Sus<ffiers  is  also  quoted  as  saying:  *  *The  concern  over  an  agent 
that  causes  a  one- in-a-mil lion  change  in  the  odds  of 
prostate  cancer  is  obviously  going  to  be  much  higher  in  a 
country'  where  people  survive  to  get  prostate  cancer  than  in  a 
country  where  under-five  mortality  in  200  per  thousand. ' ' 

The  Economist  said  Summers  was  asking  questions  the  World 
Bank  ^ ^ would  rather  ignore  —  and  on  the  economics,  his  points 
are  hard  to  answer. ' ' 
REUTER 
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rough  translation  from  Portuguese  by  Julie  Heraon 

"World  Banjc  Analyst  Suggests  Transferring  Pollution  to  the 
Poor,"   Jomal  do  Brasil,  February  2,  199  2. 

In  an  internal  memo  to  his  colleagues,  the  chief  economist  of  the 
World  BanJc,  Lawrence  Summers,  affirmed  that  to  maJce  sure  there's 
good  global  prosperity,  the  bank  should  encourage  the  transfer  of 
industrial  wastes  to  the  developing  countries.   He  discussed  the 
' impeccable '  economic  logic  of  toxic  waste  exports  from 
industrial  parts  of  the  world  to  poor  countries.   The  memo,  dated 
12  December  1991,  comments  on  the  first  draft  of  the  report, 
Global  Economic  Perspectives  —  92.   It  was  obtained  through  the 
president  of  the  International  Committee  of  NGOs  for  Rio-92, 
Roberto  Smeraldi,  of  the  group  Friends  of  the  Earth. 

Sustained  in  a  cold  and  technical  argument,  absent  of  human 
considerations,  Summers  cites  three  basic  reasons  to  justify  his 
reasoning.   [article  goes  on  to  quote  from  memo] 

( ) 

[The  article  concludes:]  In  other  words,  whoever  is  against 
Summers'  economic  logic  is  an  adversary  of  the  free  market. 


"CPI  Official  Protests  Toxic  Trade,"  Jomal  do  Brasil  5  Feb  92. 

A  proposal  of  an  analyst  of  the  World  Bank,  Lawrence  Summers, 
to  encourage  the  transfer  of  dirty  industry  to  developing 
countries,  revolted  Italo  Cardos,  counsellor  of  the  Parliamentary 
Inquiry  Commission  (CPI)  that  investigates  toxic  waste.   "If 
there  is  no  mobilization  of  ecological  entities  and  pressiire  on 
congress,"  he  said,  Rio  92  could  be  a  grand  farce.   "We  should 
promote  a  mobilization  in  the  whole  country  and  force  Congress  to 
create  laws  that  will  prevent  Brazil  from  becoming  the  garbage 
can  of  the  developing  countries." 

The  counsellor  recalls  that  some  of  the  parties  of  Rio-92  are  the 
principal  agents  of  pollution.  "There  are  companies  that  inside 
Brazil  divert  their  industrial  waste  products  to  places  that  have 
the  least  "potential "for  mobilization  of  the  workers  and  the 
greatest  shortage  of  jobs,"  denounces  Cardoso,  who  is  also  one  of 
the  directors  of  the  Chemical  Workers  Union  of  Sao  Paulo.   To 
avoid  the  transfer  of  radioactive  residues  or  chemicals,  there 
has  to  be,  in  his  opinion,  a  manor  front  of  ecological  movements 
in  this  moment. 

"We've  known  for  many  years  that  many  compamies  operate  with  the 
option  to  transfer  to  poor  countries,  dangerous  technologies, 
toxic  substance,  or  the  dirty  part  of  industrial  processes," 
said,  from  Buenos  Aires,  Mario  Fpelman,  coordinator  of  the  anti- 
toxics  campaign  o*   "Greenpeace  Argentina.   He  cited  as  an  example 
the  producers  of  cnnstruction  material  that  mix  asbestos  in 
cement,  which  has  already  been  prohibited  in  the  majority  of 
developing  countries,  as  asbestos  is  carcinogenic.  And  he 
pointed  out  Saint  Gobin  —  that  continues  to  produce  the  mixture 
through  Brasilit,  in  Brazil  —  or  Eternit,  in  Argentina,  bonded 
by  a  Belgian  multinational. 

In  Brasilia,  the  president  of  Ibama,  Eduardo  Martins,  limited 
himself  to  two  phrases:  "If  this  were  the  official  posture 
represented,  it  is  the  worst  level  of  ethical  distortion  that  a 
technocracy  can  create,"  he  affirmed.   "What  an  interesting 
ethic,"  he  ironically  said. 


LUS  ANCUJ3  TIML3 


^h 


136 


COLUMN  LEFT/ 

ALEXANDER  COCKBURN 

'Earth  Summit' 
Is  in  Thrall  to 
the  Marketeers 

•  t'.'  (ood  economics  to  boost 
pollution  in  poor  countries,  a 
World  Bank  official  argues. 

In  ih«  njn-up  la  tht  hue*  nunnut  on 
CDTtranmcniil  cnai  tod  famomlc  da- 
Tvkipmant.  Kbadulad  ror  fUo  <!■  Jannro  in 
tarlT  Juna,  Um  itataipbcrt— alresdr  lul- 
funiui  wttli  nuual  raolnuniuoiu  b«- 
twcvn  Um  FVk  and  Thlnl  Worldi— hai 
beta  Ajnhcr  fouttd  by  t  mamoriDdum 
ctrcnUud  b]r  a  top  World  Bank  omdaL 

Tti*  Wortd  Bulk  li  locatad  tt  th« 
MnUfte  auiuadi  whtn  ccsnorale  coun> 
Hi  md  loan  (low  (rom  Ui«  neb  ruUona  to 
Um  poor  ooaK.  Tim  biuapruiu  for  darckip- 
ounl— dana,  raads  and  Uit  llkt— dreamed 
up  b7  Um  bank'l  •CDnomlau  hava  oonirlb- 
uud  mtcbOlr  10  TtUrd  World  (nrmanMn- 
tal  dtgndadon.  And  Uio*  dayi  Uxsa  asM 
e^vu  offar  mora  aclMnMi— ihajF  all 
thtm  'Mruetural  adtuiuntni'  plana— and 
toana  to  tare*  poor  eounma  Into  \tM  OKal 
itnn^Mkal  rteommaodad  by  w«U-paid 
U  J.  aeononUita. 

Th«  Tlet  praatdani  and  chlaf  toonoratu 
ai  tha  World  Bank  U  Lawrtnn  Sununan. 
a  Harrvd  taufiMui  wttA  Um  ihareaful 
iHMiKticn  vi  ba*tnf  workad  for  both 
Ronald  Raafia  and  Ulehaal  Duiukla. 
SuBBOMn  la  a  Uiilua  pranocar  of  "f^aa 
markat*  amaiiiki  and  racanUr  loriwr- 
datMd  hlmaalf  oo  (total  poUuUoo  la  aa 
la-hooaa  maao  rapidly  laakad  by  appalled 
World  Bank  iutardtnaia& 

"^bootdnl  tbe  Wcrtd  Bank  ba  < 


'  mlfrtuon  at  Um  dtrcy  ladua- 
tftaa  w  (ha  LDCl  (!•■  'darelopad  eoun- 
trleair  aatd  Um  whU-kM  piufcaam.  vho 
racetaad  lanura  at  Harvard  whan  ha  w«a 
only  &  Ha  want  on  lo  ar^M  Utat  tba 
wiaaarikj  kafta  behind  dunptnf  a  load  at 
lecOt  waata  In  Um  lowaal-wife  eouniry  la 
bap*  iNa"  and  Uiai  ha  'alwaya  UMufM 
Uial .  ivpopuUtad  eounlne*  in  AAlea  are 
viaUy  aader-poUmad:  Uieir  air  quality  la 
probably  Tially  IncflldcniJy  fhl(h|  com- 
pared  to  Loa  An(«lea  or  Maslco  Qty.* 
Sumaai  rounded  oO  these  bruaqua  obacr- 
Tatlona  with  Um  ihoufht  Uiai  ~the  ujuuiu 
ovar  aa  afant  that  cauaes  a  one-la-a-Bdl* 
Uon  etianfa  In  Um  odda  of  proatjta  canev 
la  obnauaty  |oin(  lo  ba  much  hlftMr  In  a 
eeunOT  where  people  amva  to  («t  proe- 
laM  aenaae  Ihan-ia-a  -aounlry^hara 
vmdar-S  rnanallty  li  200  par  ihouaand' 

Tha  memo  wia  aoon  bouncing  ItJ  way 
'round  tha  Third  World,  wnera  ii  pravaked 
raen  of  fury.  Tour  reasoning  Is  perfccUy 
logical  but  totally  inaanc."  Bnat'i  mlniaiar 
for  tha  tnTtranmtnt.  Joaa  LuLtantwrgtr. 
wrou  to  Suminera.  ulxllnt.  "If  It  came  (rom 
aoma  insifnincam  irachar  in  •  third- frada 
achool  in  Um  backwooda.  it  rolxhl  ba 
laufhabla.  but  coming  from  a  Harvard 
prafaaaor  and  a  man  in  your  poaition  it  la  an 


"Your  reasoning  Is  pertactly 

logical  but  totally  insane,  " 

Brazil's  minister  replied. 


Iniull  lo  thjoklng  people  all  over  the  world. 
I(  tha  World  Bank  krapa  /ou  aa  met 
prendcoi  it  will  loaa  all  creaitulltr' 

Sunuoei  ir«j  to  clear  the  iir  by  nying 
that  ha  vu  only  bcuig  "larOonic''  It  U  true 
that  ceonomlau  lav*  to  talk  illrty  wnen 
they  art  alone  anong  their  kind,  but  ht 
waa  dearly  being  more  than  the  devil'i 
tdvoeaM  he  dairacd  lo  be  in  hla  dannca- 
Hon.  He  bad  tipped  hia  band  on  mne  o(  tha 
'  man  (raught  laua  a(  the  Rio  lummiL 

Tha  purpose  of  this  summit  is  to  try  to 
bargam  out  a  world  Kftedult  for  snng  the 
anTironmenb  coo&aiiing  ilipleuon  of  the 
oaone  layer  and.  (ar  mora  tlimcull  and 
oonunUoua.  rvdusng  '(rcenftouae  gases.' 
TTia  pariiapanta  wui  ponder  the  destrtje- 
Uon  of  tropical  rain  (oreau  and  addreae 
themaelTes  to  Kniegin  for  Ronomic  de- 
TelopoMni  that  do  not  nmultancoualy 
potaon  and  pollute.  They  will  ugn  iroauea 
and  adopt  an  "Qmh  charter .' 

Hcrti  where  the  Summen  aieno  ta 
gvmana.  In  the  oecunp  «ner«  the  pra- 
aumxmt  power  plays  are  being  fought  out. 
the  ndl  onmtnem.  led  by  the  Uruied  Slatca. 
are  oflcnag  the  vn  of  hardball  icenanaa 
piuffaied  by  Summers,  kt  tha  naOon 
rumahuig  25%  of  csrten  dtonda  rmiaaiona 
worldwide,  the  United  States  drags  lU  feet 
on  iDonrngfjl  reduction  within  ita  bordex 
while  Bmuilanaouily  pushing  models  of 
daTeiopment  that  will  lea  the  poor  coun- 
tries gnung  tha  dirty  end  of  the  nick— in 
every  tense  of  the  phrase. 

TtM  Buah  Administnuon  now  plans  to 
offer  tlS  BuIUon  to  help  drvalopinf 
couainea  reduce  thdr  pradixtMn  of  green  - 
bauae  (aaaa.  A  lubaianual  tUea  of  ihia 
maafer  mm  ■  reportedly  foing  u>  Um 
Ckifaal  E^Tnoosenial  raollty,  an  entity 
sal  t»  iaai  May  tmder  the  aegia  of  tha 
World  Bank,  home  of  Summers,  who  haa 
also  laid  that  ne  docin  t  new  global 
srariBing  aa  "OTillzauon-Lhrcatening.' 

So  the  omens  for  Rio  are  not  auspidoia. 
There  wUI  ba  Sna  phrase- making,  but  the 
anade  belongs  to  people  with  the  outlook 
of  SuBunen.  who  feels  no  tppannt  dla- 
eoiB/ort  la  argomg  thai  thare'i  nothing 
wlUi  dunpuig  polaara  on  poor 
Mnca  by  the  time  tha  poians  take 
aflact  thay  wUl  ba  dead  anyway  Christian 
*T-""*'*  la  tha  early  indiotnal  era  laed 
u  claim  aaallarly  that  tbe  lUlla  ehildiwn 
Ihay  worked  is  death  in  thetr  mines  w«a. 
In  a  way,  ipaoally  prlTileged  becaiae  they 
laairiail  baaTn  w*U  ahead  of  schedule 

Ifiaiailii  Caittb^m  wrtlas  /sr  (\<  Httkom 
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The  Nation- 
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might  be  hindered  by  such  a  treary.  It's  the  nuke  «orid  order. 
Ka«l  Grossman  and  Juorrw  Long 

Kari  Grossman,  a  journalism  proftssorai  SUHY.  Old  Wat- 
bury.  IS  tht  author  o/Coverup:  Whit  You  Are  Sot  Supposed 
to  Know  About  Nuclear  Power  fPtrmanent  Pros).  Judith 
Long  has  been  a  Nauon  copy  editor /or  eleven  years. 

Toxic  Banking 

'  ■  think  the  economic  lo|ic  behind  dumptof  i  load 
*  I  o(  tcEuc  wane  is  the  lowest  wage  country  is  im- 
I  peccable  and  wc  should  face  up  to  that."  The 
JL.  pubticauon  of  these  word*,  fium  a  leaiced  inter- 
nal memo,  caused  a  rush  of  bad  publiary  for  thar  author, 
Wsrid  Bank  chief  econooust  Lawrence  Summers,  who  now 
claims  he  waj  bemg  iroiuc  and  provocative.  There  *ut  rails 
for  his  reslgnanon.  Bui  Summen  was  etpmsing  honestly  the 
logic  of  his  disapUce  and  his  employer. 

Summers — wbosc  salary  ts  22S  tmies  the  per -person  income 
of  the  bank's  Third  World  clientele— is  a  whia-bing  Harvard 
ecoaocrai.  a  class  thai  believes  religiously  that  .^loney  is  the 
final  measure  of  value.  Happiness  is  a  growing  CO.P.  Legal 
issues  can  be  resolved  as  competing  econoimc  dairr-.s.  and  eth- 
ical decisions  can  be  translated  inio  dollar  lenr  <.  with  the 
cheaper  altemaave  always  preferable. 

In  his  mema  which  criticized  a  draft  of  the  bs.nk's  fVbnd 
Deve/opment  Rtpon,  Summen  was  applying  >.  jst-bcnet'it 
analysis,  which  measures  the  value  of  a  bumar.  ife  by  the 
stream  of  wages  ramainmg  to  It.  Say  it  will  cost  C  bal  Mega- 
tizdcs  SI  million  to  uistall  a  siaie-of-thein  vr  :be'  o  its 
chimnes'.  I  f  Global  determines  thai  not  spending  is  sum  wiD 
shorten  the  lives  of  Tive  people  by  ten  yean  a  .e.  all  thai 
would  be  lost  would  be  the  preseu  value  of  the:  ty  yean  of 
wages.  AiawageofSI.OOOayear.thccostofth.  vclivacan 
be  Tifured  at  S4I,CX)0,  thankx  to  ihc  magic  :i  compound 
imrresi:  u  S30.000  a  year;  they're  worth  S1.2  T..lioii.  As  Sum- 
men  said  in  his  memo,  "health-impairing  .luiioo  should 
be  done  in  the  country  with  the  lowest  COS'  -.lich  wUlbcthe 
countr>-  with  the  lowest  wages." 

Since  the  costs  of  pollution — alwayi  ^-ced  is  doUan  or 
their  equivalent— nse  with  development.  Summen  argued. 
It  makes  sense  costwuc  to  dump  in  Africa.  If  a  pollutant  is 
lomg  lo  cause  "prostrate"  [sic]  cancer,  a  disease  of  old  age. 
why  not  locate  it  m  countries  where  people  aren't  likriy  to  live 
long  enough  to  jet  it?  He  csoduded  this  sccnon  by  saying  thai 
disafreemem  with  this  logic  suggesu  the  belief  thai  thinp  like 
"intrinsic  nghts  to  certain  goods,  moral  reasons,  social  con- 
cerns, lack  of  adequate  markets,  etc  could  be  turned  around 
and  usea  more  or  less  effeaivdy  against  every  Bank  proposal 
for  liberalization.  ■  E.'caly^  as  they  should  be. 

It  makes  no  sense  for  Summen  to  resign;  he  expressed  the 
bank's  logic  perfealy.  It's  a  bank,  and  acu  Like  one.  It  may 
preside  o%er  a  iteadv  erosion  of  Third  World  incomes  rela- 
tive to  Rni  World  ones,  but  it  makes  big  money.  Last  year. 
liter  paving  ST  billion  in  interest  and  fees  to  its  investors  and 
banken.  it  had  a  S  I.  Z  billion  surplus  and  a  rate  of  return  ihat 
commer,::!!  banks  would  envy. 


What's  a  public  insutunon  to  do  wiih  that  kind  of  surplus? 
The  bank's  cMcuuve  board  spends  a  lot  of  time  working  that 
quesuon  over.  In  1991  it  decided  lO  coninbute  S267  million 
to  Its  soft-loan  affiliarr,  which  lends  to  very  poor  countries 
ai  concessional  rates.  S29  million  to  the  Giobai  Envuunmen: 
Trust  Fund  and  stuff  the  remaining  S904  million  into  lu  boaro 
of  "retained  eanungs,"  which  now  stands  at  S11.9  billion.  A£- 
coirling  to  Unicef.  ptevoitmg  vnamin-A-defiaency  blindness 
would  cost  S6  million.  Preventing  "the  great  tnaionry"  of 
childhood  inalnutnuon  deaths  would  cost  S2.5  billion.  But 
adding  to  the  World  Bank's  surplus  is  a  higher  pnonry. 

In  recent  yean,  the  bank  has  moved  away  from  proiect- 
onsued  lending — power  plants  and  dams — and  lowanl  struc- 
tural adjustment  lending,  m  which  credit  is  coadjuonal  on 
adoption  of  a  standard  austentv/deregulation  package.  Not 
surprisingly,  these  schemes  have  savage  effects,  to  which  the 
bank  has  a  ready  answer— more  loans.  The  bank  u  lending 
its  dients  more  money  to  treat  ibe  poverty,  social  dislocation 
and  env  .tir  lental  damage  that  earlier  loans  helped  oeate. 
The  ba,  :  f  ids  greenhouse-gas  reduction  schemes  m  coun- 
mes  whjre  the  greenhouse-gas  producers  were  initially  fi- 
nanced by  the  World  Bank. 

Bank  publicity  makes  much  of  a  new  environmental  con- 
sooiitnrss.  but  aciioiu  lell  a  different  story.  The  bank  et- 
empted  structural  adjustment  programs  from  enMromnentai 
review  even  though  their  point  is  to  work  human  and  physi- 
cal resources  harder,  which  can't  be  friendly  lo  people  or 
their  emnronmeni.  It  has  redlined  its  environment  depan- 
mepf.  leaving  it  little  power.  World  Bank  claims  to  a  larger 
role  in  giobai  envuDiimentaJ  poliucs — to  be  pressed,  for  a- 
ample,  ai  this  spring's  United  Naoons  Conference  on  the  En- 
vironment and  Development— should  be  beaten  back  wii.i 
heavy  sticks. 

Whether  or  not  Summen  returns  to  Hanard.  waste  etport 
will  be  a  growth  industry  for  these  sluggish  omes.  T^.c  pracnc: 
of  shifting  dirty  industries  to  poor  countries  is  wdlnrahlished. 
GreBipoce  follows  the  routme  stuff  all  over  the  »ortd — Ger- 
man (per  capita  income  S20.44O)  plasnc  \o  Argennna  CS2.16i7). 
Ui  (S20.9I0)  mercury  to  South  Africa  ($2. .170).  zu  batter- 
ies from  everywhere  to  Brazil  (S2,.'40V  P!astic  irepped  nio 
leeyding  buisislikclyiobeshippea:oMalavTiaiS2.:60)  The 
logic  IS  mipcccable.  Dolc  Hev*ooo 


Texas  Remake  For  The 
Campaign 

He  puts  aside  his  Mister  Ro%ers  voice. 
And  tnts  to  ape  the  other  Raters  iKtnnvi 
He  drops  '•■r  t's.  and  talks  of  "bidness."  folks— 
E.tcept  ni      no**,  alas,  there  isn  t  anv 
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213  Bnuuwick  *«  .  Tofonre.  ON  MJS 
2MC.  Cii>aJx  P.V\.  !■»"<)  "ns-.'STi. 

•  Rjndall  Hjvc».  ran 

»?0  Sjii»omc.  Su'ie  700  Sin  Franoiw.  CA 
•Mlll.l.";*  T«l    UlJi  .'W-"0*:  Etfonet: 
raii.f..<»»r.  CAX.  (4i.<>  i9».:732. 
Seaib  Asia 

•  VAntUna  Shiva.  Re>«*<rn  Foundation  frr 
Science  T«nnolo(^  &  Naiurai  Raourec 
Pohcv.  1U9  Raipur  Road.  Uchn  Oun.  L'aar 

>ade»l<    :*«.»ll.'n«li». 


A  Call  for  the  Resignation  of  the 
World  Bank's  Vice-President 


Outrage  ufuxi  oucrnge  t'roni  die  chambers  of  the  planet  >  lirgc^i  financial 
iiv<tituiion.  the  World  B.ink    Senior  Vice  President  for  Research  i/id 
Policv.  Lawrence  Summers,  recenily  circulated  j  highly  ^crei  memn 
(which  showed  up  in  RAN'«  fl-x  machine)  >iaiing.  "Just  Nilween  vou  .uid 
me  shouldn't  ihc  World  B.mk  ho  encourngio'.:  -n-.n-  tnigraiiun  ct  t.Hg 
diTTv  indu'itriei  to  the  LDC5  (Less  Oevcloned  Counrr.cs    '  c     nin:rr;?i 
CQunmeM.'"''  Summers  ^^cnt  on  10  give  ihrvc  detailed  re.uon^  to  justify 
his  position.   Not  all  of  us  see  the  future  as  Summer^  doe^ 

Tlie  Secretary  i''  the  Eiivu'onmem  for  Bnxil.  Jo^i  Lutienberger  wn 
a  leadine  environmental  aetivnt  fefore  taking  his  current  position  with 
the  go'.eniment    Outside  ihi  World  Bank  htmlquarters  in  Wa>hireion. 
D.C.  Dr.  Lutzenberser  and  1  shared  the  plattbrm  ilcnouncing  the  Bink 

Luiz  <aid  It  best  then  and  said  11  best  \gi  i  m  a  letter  to  Lawrence 
Summers.  "If  the  World  Bank  Weeps  yot    i.s     ce  president  11  will  lose  all 
credibiliry.  To  tne  it  would  confirm  wh»  I  oiten  Slid  u  an  environmen- 
talist, yean  ago.  tlghiing  ecologically  devistiting  and  socially  di'^ruptive 
World  B.ink   development  pr"iceLs.'  namely  that  the  best  thing  that 
could  happen  wouUI  be  for  the  Bunii  to  disappear." 

I  can  think  of  no  better  way  to  stan  thai  proetvs  than  10  ha^e 
Harvard-trained  Lawrence  Summers  resign. 

Mr  Lewis  Prciton  (Summerv   boss.  World  B.inlt  President)   you 

vliouldjiaU_[or. Sjunmers  resignation  immediaiel>_  .^od  if  he  wnai— dti:- 

liim.   In  the  mid<t  of  getting  rid  of  Summers,  you  ought  to  face  up  to  the 
fact  that  the  World  Bank  is  a  corrupt  out-of-date  ecologically  dvstunc 
uonal  institution    Your  predecessor.  Barber  Conable.  could  noi  refomi 
the  Bank  and  you  will  have  no  belter  siicccs.s.  The  B;ink  is  too  hig  10  be 
fixed. 

Out  of  the  ishts  we  can  design  new  institutions  thai  can  employ 
txspavcrs  hard-earned  money  to  better  the  welfare  and  ecology  ol  the 
Third  World.  Riintoresi  Action  NerworkS  has  held  this  po<ition  since 
our  inception.  We  called  for  this  when  we  published  full-pnte  advertise 
menLs  in  the  Wo//  Street  Journal  and  The  New  York  Times  calling  for  the 
U.S  Congress  10  cut  funding  to  this  rainforest-kilhng  orgamiation. 

Tlie  out-o( -control  activities  of  your  Bank  dangerously  destroy  the 
rainfor«LS  and  the  ecology  of  the  planet.  Face  the  facts  and  get  nd  of 
Laurence  Summers  now    DeUieatc  the  rest  of  your  life  to  ndding  the 
world  of  the  World  Bank  and  similar  dysfunctional  financial  insnmiiOTU. 
Do  this,  or  your  life  s  work  will  have  repre^nted  a  tragic  fatlun;  that 
helped  take  the  entire  planet  Earth  down  with  it.  W'hai  you  are  douig  1$ 
kiUint  the  planet.  Slop  u  now 


•Randall  Hayes 


*  RAN"s  clanficjtion  and  underlimnj  except  for  the  w<,ird   more 


J^^^ 


RjuMoni'  *c-»>«  N»'wc« 
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vi»^  rh  ji  P3tlian  MuJlims  invaded  from  the  west,  encouraged 
by  rhe  Pakijrani  government,  and  iCuhmin  Muslims  rebelled 
against  the  nuharajah— who  then  >ou(;hi  military'  help  from 
Delhi.  It  amved.but  the  pnce  exacted  by  India  s  pnme  minu- 
ter, the  iCiilimir-hom  Jawaharlal  Nehru,  wa^  the  accession  of 
Jjminu  e<  Kjshmir  to  Ifirlia  Suppost'dly,  (his  demonstrated 
NehtTj  S  de'ermmjtion  that  India,  for  M  Hi  Hmdu  mjjonty. 
would  bcacounrry  forall  reliiiioiis.  Mountbatten  accepted  the 
document  of  dctesiion  m  October  i9*7.  addinj  that  "jj  toon 
j»  liw  and  order  have  been  'erturrd  ...  the  question  ot  the 
state  s  accession  should  be  settled  by  a  reference  to  tlie  people. ' 

Back  to  basics 

So  much  for  wishful  thinking.  Reality  is  that  Kashmin5  have 
never  been  consulted  on  their  destiny  Pakistan  jtill  calls  forrhe 
plebiscite  HrM  pruposed  in  1948  by  the  United  Nations— l>ut 
wants  It  to  involve  only  a  choice  between  joining  India  or  PiJu- 
snn.  India  says  ns  Kashmiris,  by  voting  in  local  decrinns  and 
adopitnt;a  Mate  constitution,  have  mrffect  ranfied  their  acces- 
sion to  India ;  u  notes  that  the  Simla  Accord  of  1972  cuiiimiis 
Pakistan  and  India  to  discuss  a  'firul  >eulemeni"  over  Kjjh- 
mir  on  a  bilateral  basu,  with  no  un  invoivemcnL  Both  coun- 
tres  reiani  independence  fbr  Kashmir  as  unpalauble. 

TTieir  disuste  is  understandable.  Pakistan  feels  ICishmin 
independence  would  undermine  the  rmson  d  "Irrt  of  Paki^ran 


jsihehumelandolthesubcjniincni  >  Mu^i.-m'  1.3  j  •t;>'^  :^e 
unleashing  of  h^tiparoui  h.^rces-  a  K.i»hmir  lr.ivr<  ihc  •inion 
why  not  Pvinjahor  Assam  or  Tamil  Naou' There  arc  30iii:v.;jiis 
in  both  COuntnes  who  plead  the  sir.ncvu.  imcorrince  or  k.ish- 
mir  s  mounijins 

The.^  «elf-servinj  argurrcnrs  ^huuid  roi  co  uf^criall«rj»2 
Pakistan  doej  not  need  ifie  fe\v  million  .viuslir-.^  m  Hash  — •.: 
any  more  ihan  11  nerts  the  lOOm  in  incia.  ind;a  may  well 
loathe  the  leparjtisrs  nf  the  Jarr.~u  b  kasrimrf  L;btrjtion 
Front  .IS  much  as  the  Sikh  secessiomni  m  Pui.jb.  bm  1:  caiiroi 
pretend  the  parallels  arc  cx.->cr  Under  article  J'Oof  :ne  mdun 
consntuiioii,  K-ashmir  has  always  Had  .t  ^pec.J.  status,  witn 
non-ICishmins  (brbidden  'n  buv  iand  in  the  ■  3lle\'  la  :^n  inai 
many  Hindu  chauvinists  would  like  ;o  Houi  wi:li  c"a««  — m- 
gration)  As  fer  Kashmir  Sktr.Trjic  impnnanct  logeicrjl— 6e 
he  from  India.  Pakis'sn  or  neighbouring  Ch^rj— vxoi-ld  iei-.si- 
bly  launch  an  invasion  across  ihe  wor'.Ji  li.cn<.<:  mounTams 

Is  independence,  then,  the  anvA/cr  10  Kasnm.r  s  Aces'  ^o 
more,  pcfhaos.  than  hr  Lesotho.  Andorra  or  zny  otiiet  midget 
sute  landlockcc'  in  he  mountains  But  let  Kashmint  doi'ide 
that  for  themsel  s.  rough  a  referendum  tcvenng  all  in»  ep- 
(ions.  It  may  be  impoflible  'o  rewntc  history,  but  •.here  ?  no 
shame  in  retummj  in, ($  basics,  if  indiawi$hesto;nflueiii.e'he 
outcome.  It  should  realise  ih.ii  to  connnuc  a  oC'licy  of  brutal 
repression  is  to  feed,  not  >iarve.  'he  <ecarat;ir-.  it  itin 


Pollution  and  the  poor 


Why  "clean  development"  ai  any  price  is  a  oine  on  the  third  world 


LAST  week  we  published  part  of  a  memo  sent  by  Lawrence 
1  Summen.  the  diief  economist  of  the  World  Bank,  to  xjme 
coMc^^es.  The  memo  pondered  whcrher  the  Bank  should  ■en- 
courage more  mignnon  of  the  dirty  mductnes  to  the  third 
world"  and  >jid  rhai  "the  economic  logic  of  dumping  a  load  of 
icniic  waitc  m  the  lovwii-wage  country  is  impeccable '.  We  ob- 
jected to  Mr  Summers's  language  but  said  his  ccuiiomics  was 
hard  to  answer.  Many  people,  it  licenis.  disagree.  Mr  Summers. 
as  one  commentator  put  n,  views  the  world  through  "the  dis- 
loninepnsmof  market  economic;'';  his  ideal  arc  "a  rcupefor 
ruin",  and  he  ignores  the  real  challenge,  which  is  "to  find  an 
equitable  way  of  financiftg  clean  grovirth  everywhere". 

The  Bank  says  that  Mr  Summen.  one  of  America's  best 
easnomijT*.  wa«  merely  iry\ng  to  ptovoke  debate.  Ifso.  11  >s  to 
be  hoped  that  he  siicmrit— and  thai  the  Bank  does  rxoi.  in- 
stead, go  Jileni  on  (he  subject  Much  thinking  on  "clean  devel- 
opment" is  muddled.  It  is  a  coniuinon  that  threatens  to  cause 
great,  if  well-intentioned,  harm  to  the  world's  poorest  people. 

TYi*  darling  letts  of  marVai  economics 

Mr  Summers  made  three  mam  pumis.  First,  the  costs  of  pollu- 
tion depend  on  earnines  frirgone  thrtjugh  death  Or  injury .  rheu 
cofts  are  lowest  in  the  poorest  counrnA.  Second.  co*u  nsc  dis- 
proportionately as  pollution  increases;  SO  shifting  polltinnn 
from  dirry  places  to  dean  ones  reduces  ccww.  Third,  people 
value  a  clean  cnvimnment  more  as  their  incomes  nse;  if  other 
rhings  are  et^ual.  casts  &li  if  polluiiuii  moves  from  nch  places 
to  poor  ones  On  the  face  of  u.  each  seemj  a  reason  10  clump 


tone  waste  m  Africa.  All  three  argument*  share  a  c1i$iinc;:vely 
economic  premise:  environmcmal  imlicy  .nvoKes  uade-otTs. 
and  shouW  seek  a  balance  between  costs  and  benefits 

if  Mr  Summen  is  wrong,  why  1$  he  wruiiO'  Many  greens 
would  say  his  premi»«  i>  f»ls<.  J^ic/  appear  to  (jclicvc  'hai  :he 
only  aixeptable  amount  of  pollution  <s  ^.ern  or— wmch  loo<s 
more  sensible,  but  is  almoti  as  daft— that  all  pollunon  .l(x^vr 
some  arbitranly  low  threshold  mu»t  be  itopi.<«i  Thi<cjnnotbe 
nght.  Conttolling  pollution  is  ntpen<ivc  Und  many  'hirri 
world  counmi>s  can  ill  afford  the  ctpense;.  me  ihe  ur-'efii* 
(especially  when  levels  of  pollutiun  jre  already  lowi  may  be 
stiull.  Creens  4nd  eco-5C(Diicj  may  disagree  about  'ne«  csiu 
and  benefics,  and  thus  about  where  (he  proper  bal.tnce  should 
lie.  But  the  notion  that  such  a  balance  should  m  principle  be 
struck— and  that,  as  a  result,  ihe  "nght"  l"^'*'  nf  ooHuuon  is 
greater  than  lero  and  vanes  arcnrding  to  CI  rcum>tanci3—oug'ii 
to  he  iir\<-nntTnverSial.  Without  that  idea.intellinein  div.u«ion 
of  environmental  policy  i>  iiiip«j»<ihie 

But  then  Mr  Summers  makes  a  funher.  crucai  arjurr  pnon 
He  supposes  that  the  value  of  a  lifit.  ur  of  veari  or  lire  ooec 
tancy.  can  be  mea.'"  '«d  by  an  objective  oo^t.-vrr  .0  'errns  of 
incomes  per  head—  nihtrwtjrd'.rhaian  Enjlisnmjn  » l.fes 
worth  more  'han  rht  lives  of  a  hunda-d  Indian^  Th;>  .>  laive 
utilitarianism  reduced  to  in  ab\urditv  li  •«  «o  ouiland.sh  'hat 
even  a  dunnguiihed  economist  should  set  ;hai  •<  prnvao  no 
bans  for  world  Bank  policy 

True,  many  of  the  decisions  that  governmeri'  "'ake   on 
healih  care,  rtjadsand  so  fnnhl  ce^ec  imoicii  and  xj-nc-'i-cs 


c 
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This   ntvi    Item   »ppe«c«<l   on   p»nt      12      o£    che        Jaaa»T7    ...    .,.3 

aAWCr'-SBr.ATT    (C«m*nT) 


i(iu* 


Von  Mulford  zti  Suiiuiiei 


H>  fVMiKSVm.VltAl4t  Tut  yot 

oK^xl    btbvn   Aniarikuar   uoi 

4«i  .Q-T-Couiuar  dU  rwu»n  3ftA» 
fttUoduh«a  Stt^iauftcvn  autntW- 
tio-    0«an    b«4    4«B    txkhjtiwQ 

•uc!-.  iLV)*  Mll(ll>4i(  4«r  ClnU» 
Uicf  ijittt    rr>«<a   •uUt.i    lad 

QontB  isrrj  loaowa  —  KATvart- 

\f «ltbi»Ji  -  mU  Ntehtolpr  nn  0«- 
vid  llulcad  d«n  tUr  iKUmiaoM^ 
Wltin«t>-  uod  WlmchiivipglMk 
(wtiadio*  TTt4junr-6*.itVMi<r*- 
U/.  trvvMt  wud  dUiftt  4>m 
FranUurMC  Xnfimr  tui  6t»co 
d<n  iJiOitU*  Noia  |*k«. 

Qln'ijn  dit  tOr  dlt  (^Qimitipn«Jt 
vVlTiMtf'  *^d  vrift«cA«i^poiln 
Kh*  Z<uMnn«i<wb»R  m  krlttM^* 
PMtOoo  noeh  nlcM  lomaU  bant- 
Uf\:  ptt  du  QlaBoCtrnp  l>il 
^■la  tua  d*A  SurxMri  d«a  na 
\Utu  der  Kv  ittn  von  Dfvid 

koinist.  Us  M  Yoracl'Ji  ivisu- 


Srucier.  W«*r  in  irrT'..-'' 
HihnitJd'.jiv  fra<!i  «n  o<"  -  -  ■  - 
crq  r.oiM>*U"  !B«t  *•!•  '1  "t 
Suwmn  •Li  PniPBtoft^-  ■  -: 
dtdl.'5-Tt»«ru.-r  B»|«<«"*-'-T  ".■- 
tot>ij»ntt<i  &iul\*«ial"-—  -." 
dei  Hr»li  dtrO-T  lM*»«d.»  .  .• 
•rl^ooin.  daA  3UI  4ta^r;^  .>  # 
pwitvtilt    and     StUadtw- -V. 

PattOtecara  <lt  d.'U^vd  — 'r 
drtlct<    V«rOi^m(    do    ^.a. -' 

^^Mji«Oa*^    team  I  »*^f!.*l 

-|auifa  iko-asch  aistt  x't    ;-■- 

Be*  aa  immcm  Uiiit.  c-.  cr 
(•in  »m«r;ktttl»ct»  MH.'.i.-  >«i 
d«f     BMXJuai    TMHn     r'.<,-'*' 

niMcpoiUB  whr  anlinr.ir^^u-.i  ^ 

l«  hUrvw«Pra<tnM  li  dw  Vfdv 
ttkjiMI  MTlrM  <rM<<s  n  bAM  n 

krUkniHtn  wH  dio  Mlrttan 

b^  d0  fnU»n  Buvtor  da  !•■ 
MW>n«ti  dtraofcriiljtfeia  nial- 
dreac.MltikuidldMM  |  Oahs.^'Jj 
>4lA  nia  midim  kSnark 

r«iK  nn^MM  Till 


Tcinilatlon 


Proa  Hulford  to  Susncrt 

A  ftv  d47(  befort  ch«  chtng*  of  govcmjocnc  la  Vkihlngton.  Asarlctni  and 
Carsuof  will  havr  che  opportunlt/  co  tatc  tha  orw  crani-Aclandc  eurrtnci 
during  a  satclng  of  tha  *C-7  Council. '   At  tha  axcluilva  Frankfurt  coaelaT*. 
•oaa  Bambari  of  tha  Clinton  taaa  vlll  ask  quaitloaa  and  glva  aarwaca.   Tha 
fact  that,  according  to  rtliabla  tourcei.  Larrjr  Suoaiara^-Uarvard  profaaaoc  and 
chiaf  aconomiat  of  tha  World  Bank--la  llkalr  to  tuceaad  Uodar  Sacratary  of  tha 
Traaaur7  David  Mulford,  nay  giva  tha  oaaclng  a  piquant  quality.   K««a  though 
U.S.  ?raaidant-«lact  Clinton  haa  not  yat  (ormallr  confliaad  titM   appointaaot  of 
tha  poaltioa  ao  critical  for  intamatlonal  Donatarr  cooparatioa.  it  eaa  aafaly 
be  aaaumad  thAt  Suosect  will  gat  tha  job  that  Hulford  haa  hald  alnca  tha  sid- 
60a.   To  put  it  delicately,  naither  la  Uaitcm  capicalt  aor  in  flnaacial 
caotara  doea  tha  pro^pact  of  Sunnari  aa  Undar  Sacracary  of  tha-  Traaaury  arouaa 
anthuiiaan.   On  the  contrary,  flrit  rtactlona  from  C-7  clrclea  appear  to  doubt 
that  aa  urgently  needed  atrengthenlng  o£  cooperation  aoong  leading  laduetrlal 
nationa  caa  be  achieved,  due  to  Sucnert"  known  aggreaalveoeai  and  tendency  to 
overrate  himaelf.   Inildara  aee  In  the  almoat  certain  appolntaant  of  ^uanari 
for  the  key  poeition  further  proof  that  the  ne«  U.S.  president  follow*  a  very 
unconventional  path  Ir.  hia  declalon-naiiing  on  key  appointaenti . 
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The  Washington  Office  on  Africa 

1  lO  marvland  Avenue,  n  e 

washington.  d  c-  20002 

Phone    i  202  i  546-796  i 

FAX  (202I  546-IS45 


March  17,  1993 


Dear  Senator: 

We  the  undersigned  civil  rights,  human  rights,  Africa  advocacy,  environmental  and 
religious  organizations,  write  to  oppose  the  nomination  of  Lawrence  H.  Summers  to  the 
post  of  Undersecretary  for  International  Affairs  at  the  U.S.  Treasury  Department. 

Mr.  Summers,  formerly  the  World  Bank  chief  economist,  achieved  international  notonety 
last  year  for  advocating  the  dumping  of  toxic  waste  in  the  Third  World.  In  a  confidential 
memo  Mr.  Summers  argued  that: 


♦  world  health  would  be  improved  if  polluting  industries  and  wastes  could  be  shifted 
from  heavily  polluted  areas  in  the  developed  world  to  "underpolluted"  areas  in  the 
Third  World. 

♦  the  demand  for  a  clean  environment  has  a  lower  priority  in  poor  countries  with  more 
immediate  health  concerns. 

♦  economic  efficiency  requires  that  pollution  be  concentrated  in  low-wage  countries. 

Following  the  release  of  the  confidential  memo,  Mr.  Summers  has  since  said  that  he  had 
been  misunderstood  and  that  his  remarks  were  only  meant  to  provoke  debate  within  the 
Bank.    The  apparent  wholesale  disregard  for  people  in  the  South  that  is  reflected  in  the 
memo  might  be  excused  with  that  explanation.     What  can  not  be  explained  away  or 
misunderstood  is  Mr.  Summers  insensitivity  to  the  people  of  the  South  refiected  in  his 
aggressive  support  for  an  international  form  of  Reaganomics-economic  austerity  and 
"liberalization"  policies  that  have  caused  social,  economic  and  environmental  devastation 
across  the  Southern  hemispheie-otherwise  known  as  Structural  Adjustment  Programs 
(SAPs). 

SAPs  focus  on  cutbacks  of  essential  investment  in  human  resources,  undermining  long-term 
economic  growth  precisely  as  Reagan  policies  at  home  have  undermined  the  U.S.  economy. 

Far  from  solving  economic  problems  in  the  South,  the  SAP  policy  that  Mr.  Summers  helped 
formulate  has  exacerbated  poverty  and  underdevelopment.  SAPs  have  also  set  back  the  cause 
of  democracy  and  human  rights  by  increasing  the  political  power  of  military  forces:    budget 
cuts  under  SAPs  fall  almost  completely  on  non-military  programs,  and  in  a  number  of 
countries,  the  army  has  repressed  popular  demonstrations  against  SAPs. 
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One  recent  example  of  the  failure  of  the  SAP  policy  is  Zimbabwe,  a  country  locaieu  m 
southern  Africa,  which  has  been  operating  under  the  direction  of  a  World  Bank/International 
Monetary  Fund  structural  adjustment  program  for  a  year.    Subsidies  on  basic  foods,  health 
care,  public  transportation  and  other  vital  sectors  have  been  reduced.    Food  prices  and  basic 
services  have  doubled  and  in  some  cases  tripled.    The  policies  have  weakened  household  and 
community  economies,  increased  the  vulnerability  of  low-income  groups  to  the  food 
shortages  associated  with  drought  and  raised  the  likelihood  of  widespread  hunger  and 
deprivation  across  the  Southern  Africa  region. 


Religious,  environmental,  development  and  other  non-governmental  groups  around  the  globe 
have  expressed  their  dismay  with  the  nomination  of  Mr.  Summers: 

The  structural  adjustment  policies  (SAPs)  which  Larry  Summers  has 
helped  formulate  affect  mostly  the  poor,  women  and  children  in  the 
Th -d  World.    The  SAPs  are  not  a  panacea  to  the  socio-economic 
pro  >lems  in  the  South  but  only  add  distress  and  more  burden.   The  one 
cure  that  the  Clinton  Administration  can  give  to  the  Third  World  is  by 
revoking  the  appointment  of  Larry  Summers. 

Reverend  Samuel  Kobia,  General  Secretary ,  National  Council  of  Churches  of  Kenya 


We  join  Reverend  Kobia  and  our  partners  throughout  the  South  in  the  request  that  Mr. 
Summers's  nomination  be  rejected. 

We  hope  that  in  our  relations  with  Africa  as  well  as  in  domestic  economic  policies  you  will 
opt  for  change  rather  than  for  continuing  the  bankrupt  policies  of  the  past.    For  that  reason  it 
is  essential  that  the  person  confirmed  for  this  position  be  someone  who  recognizes  the 
failures  of  structural  adjustment  and  is  willing  to  encourage  the  development  of  World  Bank 
Africa  policies  that  mirror  the  U.S.  foreign  assistance  guidelines  contained  in  the 
Development  Fund  for  Africa. 


Respectfully, 

Imani  Countess 
Executive  Director 
Washington  Office  on  Africa 


Reverend  Archie  Le  Mone 

Executive  Director 

Home  Mission  Board/ 

Progressive  National  Baptist  Convention 


Anna  Rhee 

Executive  Secretary  for  Public  Policy 

Women's  Division 

United  Methodist  Church 


Dan  Hoffman 

Disciples  of  Christ/United  Church 

of  Christ  Joint  Ministry  in  Africa 


Reverend  Benjamin  Chavis 

Director 

United  Church  of  Christ 

Commission  for  Racial  Justice 


William  Pace 

Center  for  Development  of 

International  Law 


Terrance  Miller 
Justice  and  Peace  Office 
Maryknoll  Fathers  and  Brothers 


Caleb  Rossiter 

Director 

Project  on  Demilitarization 

and  Democracy 


William  Johnston 

Episcopal  Churchpeople  for  a  Free 

South  Africa 


John  Gershman 
Food  First 
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Dave  Batker 
Greenpeace,  International 

Barbara  Dudley 
Executive  Director 
Greenpeace,  U.S.A. 

Terry  Allen 

Editor 

Covert  Action  Quarterly 

Randy  Hayes 
Executive  Director 
Rainforest  Action  Network 


Juliette  Majot 

International  Rivers  Network 


Oxfam  Ameri. 


Mark  Ritchie 

Institute  for  Ag.  and  Trade  Policy 


Fair  Trade  Campaign 


Christina  Coboum 

Coordinator  for  the  Campaign 

on  Debt  and  Development  Alternatives 

Missionary  Society  of  St.  Columban 

Pharis  Harvey 

Executive  Director 

International  Labor  Rights  Research 

and  Education  Fund 


John  Prendergast 
Center  of  Concern 


Reverend  Timothy  Taugher 

Chair 

Justice  and  Peace  Advisory  Council 

Tim  Wise 
Executive  Director 
Grassroots  International 


Mark  Dubois 

Executive  Director 

World  Wise 

Grassroots  Campaign  for  International 

Development  Bank  Reform 

Jennifer  Davis 

Executive  Director 

American  Committee  on  Africa 

Father  Stephen  Price 
Society  for  African  Missions 


Will  Toor 

Director 

University  of  Colorado  Environmental  Center 

John  Cavanagh 

Institute  for  Policy  Studies 

Joan  Heckscher 

Global  Exchange,  Washington  Office 

Deeohn  Ferris 

Environmental  Justice  Project 

Lawyers'  Committee  for  Civil  Rights  Under  Law 


Jon  Chapman 

Associate  for  Southern  Africa 

Presbyterian  Church  (USA) 

Randall  Robinson 
TransAfrica 

National  Organization  for  Women 


Gigi  Gruenke 
SHARE  Foundation 
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Brent  Blackwelder 
Vice  President 
Friendsof  the  Earth 


Moumie  Maoulidi 
United  Nations  Office 
Unitarian  Universalist 


Kevin  Hunger 

Central  New  York  Friends  of  Canto  Grande 


Andres  Thomas  Contelis 

Co-chair 

Fellowship  of  Reconciliation 

Task  Force  on  Latin  America  and  the  Caribbean 

Scott  Wright 
EPICA 


Barbara  Aires 

Interfaith  Center  for  Coroporate 

Responsibility 

Pablo  Stone 

Disciples  Peace  Fellowship 


Reverend  Phillip  Wheaton 
Conversion  for  Reclaiming  Earth 
in  the  Americas  (C.R.E.A.) 


Richard  Regan 

Center  for  Policy  Alternatives 


Willis  Logan 

Director,  Africa  Office  of  the 

National  Council  of  Churches 


Vemice  Miller 

West  Harlem  Environmental  Action 


Pat  Bryant 

Executive  Director 

Gulf  Coast  Tenants  Organization* 


Donna  Katzin 

Director,  International  Justice  Programs 

Interfaith  Center  on 

Corporate  Responsibility 

Jaydee  Hanson 

Assistant  General  Secretary 

Ministry  of  God's  Creation 

General  Board  of  Church  and  Society 

United  Methodist  Church 


John  Lenox 
David  Phillips 
Executive  Directors 
Earth  Island  Institute 


Adam  Flint 

Binghamton-El  Chare 'i 
Sister  City  Project* 
Binhamton,  New  Yor','. 


Yoichi  Kuruda 

Japan  Tropical  Forest  Action  Network 

JAPAN 


Jutba  Steigerwale 
Campagna  Nord  Sud 
ITALY 


Ian  Tellam 

W.I.S.E. 

(World  Information  Service  on  Energy) 

NETHERLANDS 


*For  identification  only 


O 


67-167   (148) 


